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READER AND AUTHOR 
LOOK AT PROFITABILITY MEASUREMENTS 


Editors, THE CONTROLLER: 

It is my wish to defend the discounted- 
cash-flow method from the attack made 
upon it in “The Manager Looks at Profit- 
ability Measurements” by W. B. Thulin 
in the February issue of THE CONTROL- 
LER. 

As I read the article, it attacks the dis- 
counted-cash-flow technique on the basis 
that the “depreciation contour’ mathe- 
matically produced by the DCF method 
is not necessarily consistent with deprecia- 
tion theory as applied by accountants. It 
is pointed out that the DCF calculation 
can be thought of as separating each 
year’s cash in-flow into earnings and re- 


' The STATE 


turn of capital. The point is made that 
in the accounting field the adoption of 
the principle of “continuous depreciation 
unrelated to profits” took many years to 
crystallize. The DCF method is then 
criticized on the basis that it necessarily 
relates depreciation to profits. The con- 
clusion is that by accepting the DCF 
answer, the analyst also is accepting a de- 
preciation contour that may be at odds 
with ordinary accounting approaches. 

I think that this argument generates 
from an unfortunate confusion of the 
principles of investment analysis with the 
somewhat different principles and_prac- 
tices of accounting. 
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It must be recognized that the funda. 
mental aim of the investment analyst js 
to forecast the future; whereas that of the 
accountant is to present as fair, accurate 
and consistent a record of the past as is 
possible. Every businessman becomes an 
investment analyst whenever he considers 
the price he should pay for a piece of 
equipment, a building, or other fixed 
asset, or for a stock or other security— 
in short, for avy income-producing asset, 
He will, of course, pay as little as neces. 
sary, but the top price he is willing to pay 
is one which is not out of line with the 
future earning power of the asset. In 
theory, he will pay no more than the 
present value of future income. The best. 
developed techniques for practical asset 
evaluation probably are those of stock 
market analysts. This fraternity has for 
decades related stock values and _ asset 
worth to earning capacity rather than to 
any other measure, including book value, 
It is hard to imagine any freely traded 
commodity or business property whose 
value is not ultimately related to income 
potential. 

But if business asset values are so 
widely considered to be based upon earn- 
ing power, why does the accountant not 
follow suit? Part of the answer is that 
valuation on the basis of earning power 
requires at least an implicit forecast of 
future earnings from the asset. Account- 
ing ideology will not allow this. 

The accountant would nevertheless /ke 
the asset values and value changes te- 
flected by his statements to be as con- 
sistent as possible with those which the 
business world would consider realistic. 
His aim is to charge against income for 
a given period the reduction in asset 
value which has taken place. Ideally, the 
accountant would be able to ascertain the 
“true” business value of each asset at the 
beginning and end of each accounting 
period. 

However, there is no practical way of 
accomplishing these ends in a manner 
applicable to all assets and to all com- 
panies. The time required would be 
great; attempts to establish actual market 
values would not be feasible; and dif- 
ficulty of differentiating the earnings of 
a particular asset from the over-all profits 
of the company would be a major stum- 
bling block. To estimate a group depre- 
ciation rate for several assets upon over- 
all company or division profits (past or 
present) would necessitate an unrealistic 
(Continued on page 202) 





DO YOU AGREE or do you dis- 
agree with an article in this month's 
issue? Your fellow readers will be 
interested. Naturally, letters to the 
editor must bear the writer’s signa- 
ture and address; these will be 
withheld on request. The Editors 
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in ELECTRONIC DATA PROCESSING 


Two new systems, latest in a series of EDP Advancements from RCA 
—world leader in electronics—join the established RCA 501 
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TREMENDOUS WorkPower . . . in Every Field of 
Data Processing . . . with Previously Unattain- 
able CAPACITY —EXPANSIBILITY -ECONOMY 


e ULTRA-FAST—to 180,000 digits/second with 
magnetic tape 


e EXCEPTIONAL COMPUTING SPEED, 1.5 
millionths of a second ‘‘add’’ time, 1.5 millionths 
of a second memory access time 


e PARALLEL PROCESSING permits handling a 
multiplicity of independent programs with change- 
able priority 


¢ UNPRECEDENTED COMPATIBILITY— 
with RCA data processing and communications 
equipment and other processors 


e OMNI-CHANNEL INPUT/OUTPUT permits 
transfer of information to and from as many as 
64 sources, with concurrent computing 


For information write: Electronic Data 
Processing Division, Radio Corporation of 
America, Camden 2, New Jersey. 


COMPLETE, Compact EDP System at Low Cost... 
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e DATA STORAGE OPTION: magnetic tape or 
new design discs that switch easily for changing 
jobs—23 million character capacity 

e HIGH VERSATILITY: paper tape, magnetic 
tape, punch card, or combinations, for input-output 


e GREATEST CAPACITY, fastest core memory in 
price class—20,000 character storage; 7 millionths 
of a second access time; variable word length 


e FULL SPEED—reads 600 cards/minute; prints 
900 numeric or 600 alpha numeric lines per minute 


e AUXILIARY ROLE—feeder or extender to 501 
or 601 EDP Systems 


e SIMULTANEITY OPTION permits large in- 
crease in workpower 
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assumption that profits for a given period 
were tied solely to asset performance or 
value, thus excluding consideration of 
management performance, market fluctu- 
ations, under-capacity operation, and other 
factors. Therefore, in the interests of 
practicality and consistency, the account- 
ant writes off assets without regard for 
past or anticipated profits. Most will 
agree, however, that although the various 
depreciation methods are designed with 
sound theory in mind, they are little more 
than arbitrary ways of approximation. 

The principle of ‘depreciation unre- 
lated to profits’ as well as the commonly 
used depreciation methods themselves are 
thus a part of the generally accepted prac- 
tice of accounting, rather than a part of 
the accounting theory that is concerned 
with the ideal, or with pure theoretical 
considerations. Neither the principle nor 
the depreciation methods would be 
adopted by a businessman drawing up a 
“perfect” azcounting system. ‘“Deprecia- 
tion” would be looked upon as a revalu- 
ing process rather than an allocation of 
original cost. 

The point is that the investment analyst 
does not work under the same circum- 
stances as does the accountant. As a fore- 
caster of the future, rather than a re- 
corder of the past, he need not be 
arbitrarily shackled by the same prin- 
ciples. The investment analyst needs ke 


concerned only with the pure theory of 
return of capital, rather than with the 
practical accounting application of de- 
preciation. He can employ an “ideal” 
method of accounting, which relates asset 
value only to profit potential of the asset. 
Because he must forecast profits, he auto- 
matically forecasts asset values. 

This line of reasoning is not in dis- 
agreement with the article's contention 
that the analyst should “establish an ap- 
propriate depreciation contour.” This the 
analyst does automatically through use of 
the discounted-cash-flow method. The 
DCF technique values assets on the basis 
of earnings power, since by definition the 
“undepreciated”’ value is always generating 
the same rate of return. In stock market 
language, the assets are valued continu- 
ously on the basis of the same price-earn- 
ings ratio. Illustrations in the article un- 
der discussion serve to demonstrate this 
point. Table D shows that for a specific 
project, evaluated by DCF, assets earning 
$500 in year 1 are valued at twice earn- 
ings or $1,000; and that the same assets, 
when earning $300 in year 2, are con- 
sistently valued at twice earnings, or 
$600. However, in Table E, which em- 
bodies a substitute approach suggested by 
the author, the accountant has valued the 
assets at 214 times earnings in one year 
and 114 of earnings in the second year. 
Clearly, the se-ond method does not value 
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the assets on any consistent earnings basis,” 
Far from . abdicating his respon. 
sibility for determining the depreciatiog 
contour which should apply . . .,” the: 
analyst, in using the DCF approach, auto." 
matically handles depreciation so as tg 
achieve a result which accounting theo. 
reticians have hoped for for several hun. 
dred years! 3 

Most analysts are not concerned by the” 
fact that the DCF method uses a valua™ 
tion rate (1.¢., price-earnings ratio of 
capitalization rate) which differs from) 
project to project depending on a project's 
own rate of return. They point out that 
projects showing better than acceptable” 
rates of return will value assets conserva. = 
tively; assets will be over-valued only in| 
the case of projects which are rejected 
anyway. 

The actual way in which the accountant 
will depreciate a given asset is important” 
to the capital investment analyst only as it 
affects income taxes, and therefore the cash’ 
flow. This should be true even in public 
utilities, where management feels per.” 
petual pressure from governmental rate. | 
setting agencies whose examination crite 7 
tia give heavy consideration to accounting | 
for depreciation. 4 

The ‘composite earnings-yield method” + 
has the following drawbacks: 


1. It replaces generally accepted prin- 7 
ciples of investment analysis with the at-7 
bitrary and unrealistic methods used (of 7 
necessity) by accountants for setting de 7 
preciation schedules ; : 

2. It asks the accountant to do what — 
he does not and cannot do—make fore- 
casts, based partly on his own judgment, ] 
of the saleable or useful value of assets 
in the future; 

3. Even accepting the aims of the? 
method, I am not sure these aims are” 
achieved. Generally, predicted rates of} 
return for discretionary investments are] 
not acceptable unless they are substantially” 
higher than the actual average rate of te] 
turn for the company as a whole. (Ak 
lowance must be made for risk and for) 
low-profit “necessary” investments.) The} 
rate of earnings assumed for the ‘‘depre7 
ciation reserve’ in this method should in” 
most cases be the rate which will be pre7 
dictable for discretionary investments (0f7 
the “‘cut-off’), rather than the actual] 
average company return. In most cases, 
use of this higher rate will greatly reduce 
the difference between results from this) 
method and from the DCF technique; 7 

4, Considerable calculation is involved. 


At the same time, the article does spot 
light a real weakness in the DCF ap 
proach when it expresses doubt about 
DCF treatment of projects of different” 
life expectancy. However, for reasons to0% 
complex to discuss in a letter, and on the; 
basis of our experience as management 
consultants, I feel that this is more # 

(Continued on page 204) 


THE CONTROLLER * MAY, 1968 





: THE 
“7 ‘ err 
a ed SPECIAL 


theo- 7 

. : a: : BAC KING 
y the ae ~ s m 

io ‘Sh ...1M service 


from | 
oject’s | 
t that 
>ptable 


Complete service is important wi 
any product and, in fact, greatly i 
creases its worth. Behind the IB 
card stands an organization that 
geared to render this kind of servic 


Pr Mane 


For expert advice and technical a 
sistance with your card problems, y« 
can always rely on the IBM Sal 
Representative and IBM’s staff 
Supplies Specialists. These men a, 
thoroughly versed in both card at 
machine requirements. 


IBM’s warehousing service—for cuiy 
tomer and stock card forms—permi ¥ 
faster delivery and practically elim 
nates “out-of-stock” conditions i 
customer inventories. Pool shipment; 
for less-than-truckload card ordered 
are arranged automatically by IB: 
whenever possible. In addition, eme; 
gency service is always availabl: 
Whatever the format, quantity or dt, 
livery time required, IBM will c* 
everything within its power to me 
your needs. Customer education 
the design, handling and care « 
punched cards is available throug: 
IBM’s customer education centers, ‘* 
well as through plant tours, supplilt 
seminars and informative books ar 
pamphlets. 


The IBM card is backed by wu) 
matched DESIGN and QUALITY, tc 
Through Card Design Centers . 
Sample Card Centers . . . manufa 
turing experience and quality contr 
which are unparalleled in the indu 
try ... you receive the finest in ca) 
design and performance. 


unting | 


? 


FRITH Ee 


a 


thod” 


#@ 


f 
f 


aap aie? 
is 
si98 
colnet, 


oe ee ae ae ae 


2 shes 


338 


This special backing makes the IB 
card a value unsurpassed in the i: 
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theoretical flaw than an actual one and 
that very few decisions would ever be 
changed because of it. Suffice it to say 
that where DCF results are open to ques- 
tion on these grounds, simple cross-check 
calculations can be made to clear up any 
doubts. We hope to see an article on this 
problem published in the near future. 


RICHARD W. HUFFMAN 
Scovell, Wellington & Company 
Boston, Mass. 


THE AUTHOR REBUTS 


Editors, THE CONTROLLER: 

The thoughtful letter from Mr. Huff- 
man defends at some length the dis- 
counted cash flow’s inherent assumption 


that a project’s profit, year by year, must 
be stated as a level rate of return on the 
unrecovered portion of the original in- 
vestment. The chief argument seems to be 
that the annual capitalization of the prof- 
its from a given project should always be 
at the same rate. This “forces” a contour 
for the recovery of the initial capital out- 
lay that is related to the cash flow, year 
by year. 

The article recognizes that the depre- 
ciation contour to be used in measuring 
profitability may be different from that 
shown on the company’s books or from 
that developed from ordinary accounting 
approaches. And if in the manager's 
judgment, the depreciation contour gen- 
erated by the DCF method is appropriate, 
he should use that contour. 
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If the question to be answered js 
“What will be the rate of profit on the 
unrecovered portion of investment, yea 
by year, as the project lives?” ; and if the 
manager can safely disregard what hap. 
pens to the recovered portion of the 
capital, then the concept of a Jevel rate 
of return is quite acceptable. 

I believe these conditions were recog. 
nized in the original article with this 
paragraph: 

“This brings us to the heart of the as. 
sumptions underlying the discounted-cash. 
flow method. It assumes either that the 
repayments of the principal (or the depre. 
ciation accruals if you wish to think of 
them in these terms) can be invested at 
the identical profitability rate elsewhere, or 
completely disregarded. If the manager, 
acting for the investor, can conscientiously 
make either of these assumptions, and if he 
can also accept the depreciation contour the 
method produces, then he can satisfactorily 
use the discounted-cash-flow method for 
measuring profitability. Otherwise, he 
should search for some other measure.” 


As far as the appropriate earnings rate 
to assume for the ‘depreciation reserve,” 
the manager might well assign a relatively 
high “cut-off” rate rather than the aver. 
age company rate of return, if in his 
judgment the general funds of the com- 
pany could, on the average, be employed 
at the cut-off rate. On the other hand, he 
may deem it more realistic and more 
prudent to assign the rate at which he 
thinks the general funds, on the average, 
can be employed during the project's life. 

One purpose of the original article was 
to suggest that the manager be thor. 
oughly aware of these underlying assump- 
tions if he chooses to use the DCF 
method. In some cases, further study may 
lead the manager to recognize weaknesses 
in the method that he may not see with: 
out careful analysis. 


W. BERNARD THULIN 

Comptroller 

The Chesapeake and Potomac Telephone 
Company of Virginia 

Richmond, Va. 


PULLING POWER 


Editors, THE CONTROLLER: 

The help which you gave us in pub- 
licizing our need for copies of THE CoN: 
TROLLER has quickly brought results. 
K. W. Cooke of Southland Paper Mills, 
Inc., Lufkin, Texas, has generously made 
available a complete series of the issues 
from September 1945 to date. This m* 
terial will be very useful in our library 
and we are grateful to you for your © 
Operation in acquiring it. 

JOHN A. FROEBE 

Chairman, Department of Accounting 
School of Business Administration 

Fenn College 
Cleveland, Ohio 
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A Productivity Guide for 
Manufacturing Management 


Richard L. Hapgood 


ODAY, more than ever, manufacturing 
BE aligatey needs simple but accurate 
productivity gauges to measure economic 
performance on a current basis. When 
productivity gains or losses are broken 
down into their various components by 
the current month, year to date and pro- 
jected full year, the interpretation of re- 
sults can be made with a minimum of 
guesswork. Moreover, these gauges need 
to be applied to manufacturing operations 
at various levels. They are necessary for 
the whole company, for individual plants 
of a multiplant firm, and even for prod- 
uct lines at a single plant. And they 
should reflect accurately the interdepend- 
ent effects of changes and trends in vol- 
ume, price, production rates, material 
cost, wage rates, and hours worked. 

This article is an attempt to offer a 
practical approach to productivity which 
is the outgrowth of more than 30 years of 
research in the economics of business 
growth. This approach has been used by 
numerous concerns ranging in size from 
small businesses up to multiplant corpora- 
tions having more than $1 billion of an- 
nual sales. This approach is an extended 
application of the “Rucker Share of Pro- 
duction Principle’! to the management 
and control of manufacturing businesses. 
Moreover, it is a specific application in 
the productivity area of the over-all man- 
agement controls, described in ‘‘ ‘Clocks’ 
for Management Control’? by Allen W. 
Rucker. 

This principle tells us that the wage 
payrolls of hourly rated employes in a 
manufacturing concern tend to be a near- 


"See “Labor's Road to Plenty,” by Allen W. 
Rucker (Boston: L. C. Page & Company, 
1937); also “Progress in Productivity and 
Pay” (1952) and “The Rucker Plan” (re- 
vised edition 1959) (Cambridge: The Eddy- 
Rucker-Nickels Company ). 

Harvard Business Review, September-Oc- 
tober 1955, p. 68. 


constant percentage of production value, 
which, with certain refinements, is the 
same as ‘value added to raw materials 
by manufacturing or processing,” as it is 
termed by the U. S. Census of Manu- 
factures. Rucker’s discovery of this prin- 
ciple came in the early 1930's during his 
researches into economic relationships, 
using census figures initially. Afterward, 
he found that the principle holds just as 
consistently for single industries, as they 
are broken down in the census, and then 
later in many individual businesses, as 
well as single plants under a multiplant 
corporate set-up. 

The consistency for all manufacturing 
of this relationship between hourly wage 
payrolls and production value has been 
tested for every census year since 1899, 
which was the first census in which hourly 
wages were stated separately from salaried 
compensation. The uniformity of this re- 
sult is astonishing when one considers all 
the changes, ups and downs, expansions 
and depressions, wars and peace, which 
have taken place in the last 60 years. 

Using the value added or production 
value concept as a basis for applying the 
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functions 


Applying Allen W. Rucker's 
productivity measurement to 
management control, incentive 
payments, product pricing and 
labor-management negotiation 


Rucker principle, one is able to develop a 
great deal of precise data and useful in- 
formation regarding the operation and 
control of a business, which will bridge 
the gap between the industrial engineer 
on the one hand who claims great “‘labor- 
savings’ and the controller on the other 
who asks “Where do these savings show 
up in the income sheet?” But let's follow 
through the various steps of this develop- 
ment in logical order. 


DEFINING PRODUCTIVITY 

Fundamentally, according to general 
usage, productivity is a measure of the 
rate of business activity. It is therefore a 
ratio found by dividing output by input. 
Now, output or input may be expressed 
either in physical terms or in dollar terms, 
according to particular requirements. 

Physical output would be expressed in 
terms of physical units produced, such as 
tons, pounds, gallons, barrels, yards, pairs 
of shoes, or other comparable physical 
units. 

Dollar output would be expressed in 
terms of the dollar values produced. Since 
all figures in this analysis will be handled 
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on a production basis, rather than a sales 
or shipments basis, we must express out- 
put in production terms in order to ob- 
tain uniformity of analysis from period to 
period. Moreover, we shall state dollar 
output in production-value dollars, rather 
than sales-value dollars for cogent reasons 
which will become clear below. 

Every manufacturing business buys raw 
materials, supplies, power, and so forth, 
from suppliers ; and then converts these 
into its own finished products by its own 
factory processing. That fabrication or 
conversion adds value to these materials. 
Thus every firm makes an economic con- 
tribution of its own that did not exist 
before. 

In essence, production value is the 
amount remaining after deducting from 
sales value (adjusted to reflect work-in- 
process and finished-goods inventory 
changes), the delivered cost of outside 
purchases of materials, supplies, power, 
and allied items used in producing the 
output of a given period. Accurate de- 
termination of this figure for any busi- 
ness, to be used as a base or in current 
Operations, requires a detailed and com- 
prehensive economic-engineering audit, 
not simply a quick review of major cost 
elements as shown on the yearly operat- 
ing statement. Each firm has its own 
special circumstances and conditions, 
which must be given careful consideration 
in making this determination, even though 
the underlying principle is consistent in 
its application. 

Furthermore, production value is, in 
fact, 100% of a firm’s internally disposa- 
ble income, since material and supply 
costs are essentially brokered for the 
firm’s own customers. According to the 
Rucker principle, production value is 
shared in a near-constant ratio between 
the hourly rated employes on the one 
hand and the company on the other. The 
company’s share is used to pay for all 
salaried compensation, all other operating 
costs and expenses, and for ownership 
obligations including income taxes, divi- 
dends, interest on borrowed money, and 


earnings retained for future expansion 
and development of the business. 

Physical input is best expressed by 
man-hours worked by the hourly rated 
employes. Since we are here measuring 
“line” operations, we do not include 
salaried man-hours even where available, 
because the salaried group works essen- 
tially in a “staff” capacity, while the hourly 
rated employes perform “‘line’’ functions. 
Furthermore, man-hours worked (rather 
than man-hours paid for) are used be- 
cause this enables us to bring into more 
vivid focus unwarranted extensions of 
pay not worked for, such as overtime pre- 
mium hours, vacation and holiday hours, 
and so forth. 

Dollar input would be expressed as the 
dollars of pay of the hourly rated em- 
ployes. Here, again, salaried payrolls are 
excluded because we are measuring line 
operations. But contrary to the set-up for 
hours, these hourly payrolls will include 
all monies paid to, or in behalf of, hourly 
rated employes, including pay for time 
not worked and for all fringe benefits. 
Whether disbursed or deferred, all such 
hourly pay, including fringes, represents 
labor compensation cost to the company 
and should therefore be brought under the 
direct control of the system. 

Actually, there are only two real meas- 
ures of productivity: one physical and the 
other economic. Physical (or technoligi- 
cal) productivity is found by dividing 
physical output by physical input. Eco- 
nomic productivity is found by dividing 
dollar output by dollar input. 

The gap between these two produc- 
tivity measures can be bridged by the use 
of three connecting ratios which are ex- 
pressed in mixed terms; that is, one term 
of the ratio is physical and the other is 
dollars. This bridging the gap is accom- 
plished in the following manner: 

Physical productivity is the ratio of 
product units produced to the man-hours 
used, and measures the per-man-hour rate 
at which these units are flowing through 
a plant in a given accounting period. 

The value factor is the ratio of produc- 


COST OF AVERAGE BUSINESS LETTER UP 


The average business letter costs $1.83 today—a 13-cent 
increase over 1957—according to a Dartnell survey. The 
increase is attributed to increased labor costs (executives, 
secretaries, and nonproductive labor), the higher cost of 
materials, and increased postal rates. Suggestions for savings 
include shorter letters, dictating machines, centralizing 
stenographic and typing departments; installing bonus 
plans; saving in floor space by centralizing correspondence 
departments; more efficient labor-saving equipment; and 


centralized files. 
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tion-value dollars per physical unit pro. 
duced, and measures the average value in 
terms of production-value dollars of the 
firm’s economic contribution to these 
units as they flow through the plant in 
the same accounting period. 

These two ratios integrate into eco. 
nomic productivity per man-hour, which 
is found by dividing production-value dol- 
lars by man-hours. One can readily see, 
mathematically, that when the physical 
productivity ratio is multiplied by the 
value factor ratio, the units cancel out 
leaving production-value dollars per man- 
hour. 

The /abor cost factor is the average 
total compensation cost per hour of the 
hourly rated employes, and is found by 
dividing the total hourly payroll, includ- 
ing fringes, by man-hours worked. 

Economic productivity, expressed in 
purely dollar terms, is the ratio of produc- 
tion-value dollars to hourly rated total 
payrolls including fringes. When eco- 
nomic productivity per man-hour is di- 
vided by the labor cost factor, the hours 
cancel out, leaving production-value dol- 
lars per dollar of hourly total compensa. 
tion. 

By these interrelated ratios, we have 
bridged the gap and have shown the steps 
needed to proceed from physical produc. 
tivity, stated in purely physical terms, to 
economic productivity, stated in purely 
dollar terms. Actually, all these formulae 
or equations are derived from a corollary 
of the Rucker principle that unit labor 
costs, and hence prices, are (a) directly 
proportional to hourly employment costs 
and (b) inversely proportional to output 
per man-hour.® : 


A SET OF MANAGEMENT CONTROLS 


It should be borne in mind that for 
control purposes, all these ratios can be 
set up not only for a company as a whole, 
but also for each plant of a multiplant 
company and even for major products or 
product lines when the necessary figures 
can be made available. Thus, the top ex- 
ecutives who are responsible for growth 
and profitability can see almost instantly 
progress or decline in the company as a 
whole, from month to month as com- 
pared with the year-to-date, and with pre- 
vious periods, and also for each plant or 
product line under the parent company. 
Weaknesses can be spotted quickly, in- 
quiries can be initiated, and corrective 
action taken to reverse unfavorable trends 
which are controllable internally. Like- 
wise, favorable trends can be observed 
and exploited so as to increase the profit: 
ability of the concern. 


*See “Productivity” by A. W. Rucker, THE 
CONTROLLER, August 1955; and “Wages 
Prices, and Productivity,” 1956 and 1957 edi- 
tions (Cambridge: The Eddy-Rucker-Nickels 
Company ). 
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Only four basic figures, from a given 
accounting period, are needed to com- 
pute all the above ratios: namely, phys- 
ical units produced, man-hours worked 
by hourly rated employes, production- 
value dollars generated, and hourly wage 
ayrolls including all nonwork pay and 
all fringes. These are then combined to 
form the primary productivity and other 
bridging ratios, as above described. 

It is apparent that the complete devel- 
opment of all these ratios is dependent 
upon the firm’s having a physical measure 
of output. It is recognized that many 
firms engaged in a multiproduct type of 
business will not readily have such a 
measure. In cases where it is absolutely 
impossible to develop a physical measure 
of output, or some reasonable estimate 
of it, we can still measure economic pro- 
ductivity per man-hour, the labor cost 
factor, and economic productivity. And 
from these much useful information can 
be obtained, albeit not so complete as 
might be desired. 

However, it often develops that in a 
multiproduct type of operation a reason- 
able basis for estimating a physical meas- 
ure of output can be found. 

Many companies have had industrial 
engineering or methods studies, which 
have enabled them to determine ‘“‘stand- 
ard hours” for all or most of the direct 
labor jobs. In such cases, the standard 
hours figure for any accounting period 
can become the physical measure of out- 
put, and when divided by man-hours 
worked provides an entirely acceptable 
measure of physical productivity. The 
potion of direct labor jobs measured 
y standard hours, of course, conditions 
the validity of the measure. 

Certain companies have one principal 

ptoduct plus various side lines. Taking 
the number of units of the principal 
product sold and dividing it into the sales 
dollars obtained from such sales will give 
an average price per product unit for that 
accounting period. Then, this average price 
divided into the sales of all other prod- 
ucts, as well as into the inventory change, 
will give equivalent units produced in 
terms of the principal product. 
One company, in our experience, mak- 
ing sewing machines and parts, was able 
to determine an average machine price 
and then to convert all other sales into 
equivalent machines. 

Another company, in our experience, 
making doors and door frames, found by 
comparing average selling prices that 19 
door frames were equivalent to one door; 
hence production in door frames divided 
by 19 gave physical output in terms of 
equivalent doors. 

These are just a few examples of the 
devices by which a physical measure of 
output can be approximated, and if one 
lakes into account the degree of approxi- 
mation, one can evaluate the degree of 
tliability in applying and interpreting 








THE THIRD IN A TRILOGY 


Shown welcoming the arrival of Con- 
trollers Institute Research Foundation’s 
latest and heftiest research report—Cor- 
porate Records Retention, Volume 3: A 
Guide to Requirements of State Govern- 
ments of the U. S.—are (left to right) 


Robert A. Wheelan, Foundation research 
associate and compiler of the volume; 
Robert L. Dickson, president of the 
Foundation; and W. Joseph Littlefield, 
research director. Turn to pages 244-245 
for a detailed listing of its contents. 





these productivity ratios for control pur- 
poses. Even a rough approximation can 
provide a useful guide to what is taking 
place, and is better than none at all, if 
reasonably interpreted. 

Now, the operation of any control de- 
pends initially upon developing a standard 
or bench mark as a base, and then upon 
comparing current performance against 
that standard, to see whether improve- 
ment or decline has occurred. Therefore, 
in setting up the basis for these controls, 
one must initially select a recent operating 
period, make the necessary determinations 
of the four figures required, and then 
combine them into the productivity and 
other ratios as above described. Gener- 
ally, for this purpose, a minimum of five 
operating years should be analyzed, by 
means of a detailed economic-engineering 
audit study, in order to determine the 
stability of the business under varying 
internal and external pressures over a 
continuous period of time, and to observe 
cyclical, as distinct from seasonal, trends. 
It may subsequently develop that less 
than five years becomes the base period 
for the standard, or bench mark, depend- 
ing upon the particular use and applica- 
tion of the principle, according to local 
conditions and individual needs. Usually, 
it is unwise to set the standard on the 
basis of one year, since that year may be 
good, or bad, and thus not representative 
of average performance. 

After the base period has been estab- 
lished, and the standard productivity ra- 
tios determined for that period, we now 
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have a sound basis for comparing per- 
formance in any current operating period, 
whether short-term or long-term. In order 
to make the comparison more meaning- 
ful, it has been found desirable to con- 
vert the ratios into index numbers, since 
these readily show the percentages of 
gains or losses from standard for any one 
of the measures. Taking the base period 
ratios as 100, we compute indexes for 
each ratio in the current period, and the 
same mathematical relationships of mul- 
tiplication and division will hold for 
these index numbers as for the ratios 
themselves. 

Thus, when the index of physical pro- 
ductivity is multiplied by the index of the 
value factor (divided by 100), we will 
obtain the index of economic productivity 
per man-hour. Likewise, when the index 
of economic productivity per man-hour is 
divided by the index of the labor cost 
factor (times 100), it will give us the 
index of economic productivity (produc- 
tion values per dollar of hourly total com- 
pensation). 


PLANT-WIDE 
INCENTIVE OPPORTUNITIES 


When the indexes of the current pe- 
riod’s ratios have been determined, show- 
ing improvements or declines, the fol- 
lowing points should be considered in 
interpreting the results: 

Improvement in physical productivity 
is fundamentally a matter of better labor 
utilization, or the reciprocal of labor-time 
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savings per unit. Although management 
is responsible for the over-all policy and 
long-range planning that yield these im- 
provements, the hourly workers them- 
selves can be an active factors in such 
results—direct production workers for 
increasing the flow of work through the 
plant, eliminating bottlenecks, and mini- 
mizing lost time; material handlers, main- 
tenance men, and other indirect workers 
for helping productive workers in every 
way and keeping the equipment and tools 
in good running order. 

Management also contributes to im- 
provement in physical productivity—im- 
mediately and on the spot by developing 
alert and capable foremen, and also by 
improving product design and develop- 
ing better methods, as well as by judicious 
investment in better tools and equipment. 

Improvement in the value factor 1s 
largely the responsibility of management 
through pricing and product-line policies 
that will maximize sales income and 
through careful purchases of materials 
and supplies at favorable prices. 

Employes can also contribute toward 
improving the value factor through better 
quality work (thereby reducing customer 
returns and scrapped work) and through 
reduction of wastage in the use of mate- 
rials and supplies. 

Improvement in economic productiv- 
ity per man-hour reflects the combined 
changes in physical productivity and the 
value factor, and this represents the joint 
efforts of employes and management 
working together as a team to promote 
the prosperity of the company. 

Both hourly employes and manage- 
ment can be stimulated greatly toward 




















making these improvements when the 
Rucker principle is applied as a_plant- 
wide group incentive pay plan for the 
hourly rated employes.* 

Since the value factor is stated in terms 
of production-value dollars per physical 
unit of output, it is obvious that this ra- 
tio and its index will reflect the combined 
effect of changes in a number of com- 
ponents. Thus, anything that increases or 
decreases production value has a direct 
bearing on improvements or declines in 
this index. 

There are the dollar components, which 
include optimum selling prices that will 
attract more orders from customers, care- 
ful purchasing of materials and supplies 
so that unit costs of these items are mini- 
mized. 

There are the quality components, 
which include not only keeping customer 
returns and allowances at a minimum, but 
also internally the reduction of wastage, 
scrapped work, and rework. 

There are the utilization components in 
the physical usage of materials and sup- 
plies, thus keeping costs down. 

And, finally, there is the volume com- 
ponent, whereby production values are 
increased by turning out more finished 
products without increase in man-hours 
or hourly payrolls. 

Because of this complexity of elements, 
it is sometimes desirable to break down 
the value factor into its major contribu- 
tory components, in order to pinpoint 
more precisely the nature and extent of 
favorable and unfavorable changes in re- 
lation to average base period activity. 
This is done by developing subsidiary 


ratios in terms of per-physical-unit-of-out- 
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put. The _per-physical-unit ratios needed 
would be for gross sales value per unit, 
customer returns per unit, net sales value 
per unit, raw material cost per unit, and 
supply cost per unit. If desired, the sup. 
ply cost per unit can be further broken 
down into production supplies, general 
supplies (including power), and main. 
tenance supplies per unit produced. 

All these ratios can be converted to 
index numbers, by dividing the current 
period’s ratios by the base period ratios, 
taken as 100. Three of these ratios. 
namely, customer returns, material cost, 
and supply cost, are deductions from in- 
come; thus, when the current period 
shows improvement, the index as nor- 
mally computed would come out to less 
than 100, or if it shows a decline, the 
index will be greater than 100. In order 
to have all indexes greater than 100 to 
show improvement and less than 100 to 
show declines, we have to reverse these 
indexes for this purpose. Thus, if the cur- 
rent material cost per unit produced is 
less than the base, say 98; then the index 
should be reversed (100 less 98 plus 
100) to show 102. 

Two exhibits have been prepared to il- 
lustrate the development and use of these 
productivity ratios and indexes. Exhibit | 
shows the over-all application of the prin- 
ciple for control purposes, and Exhibit II 
shows the detailed break-down of the 
value factor, as described above. 

In Exhibit I, we can see from the in- 
dexes of the current period that physical 
productivity is 3.85 per cent above stand- 
ard, the value factor is 7.92 per cent 
above standard, and economic produc- 
tivity per man-hour, which is the integra- 
tion of these two, is 12.07 per cent above 
standard. The labor cost factor, or aver- 
age hourly compensation rate, has in- 
creased slightly, possibly due to schedul- 
ing more overtime than the base period 
average. And the gain in economic pro- 
ductivity (production value per dollar of 
payroll) is 11 per cent, all of which is 
retained by the company except when ap- 
plying the Rucker principle as a pay in- 
centive plan, as will be explained below. 

In Exhibit II, we can see from the in- 
dexes which items have contributed to the 
7.92 per cent gain in the value factor. 
Some of it came from slightly higher 
selling price as reflected in gross sales 
value of output per unit, at 3.65 per cent 
higher than base. Some came from pro- 
portionately reduced returns and allow- 
ances. And the rest of it came from pro- 
portionately reduced material and supply 
costs. 

It is, of course, true that changes in the 

‘Although this current discussion is te 
stricted to consideration of performance: by 
hourly rated employes, application of the 
Rucker principle is often extended to include 
incentives for all salaried personnel such as 
mid-management, top management, of all 
groups together. 
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EXHIBIT I—PRODUCTIVITY RATIOS AND INDEXES 


T hree-Y ear 


EXHIBIT II—DETAILED 


ANALYSIS OF VALUE FACTOR 





Base Period Current Period Base Period Current Period 
Control Computation: Control Computation: 
Gross Sales Value of Output $4,950,000 $ 184,700 Gross Sales Value of Output $4,950,000 $ 184,700 
Less: Returns & Allowances 150,000 4,950 Less: Returns & Allowances 150,000 4,950 
% to Gross Sales Value 3.03% 2.68% wiinimeintec cenisieiaoioaiory 
ee a Net Sales Value of Output $4,800,000 $ 179,750 
Net Sales Value of Output $4,800,000 $ 179,750 —— —_—_—_—— 
pease lane! Te aa eRe Material Cost $1,440,000 $ 51,000 
Material Cost $1,440,000 $ 51,000 Supply Cost 360,000 12,200 
io} 9 ———— EEE 
Braces cities son ia a Material & Supply Cost $1,800,000 $ 63,200 
ie} ro} See a eae al 
% to Net Sales Value 7.50% 6.79% oo oo $3,000,000 $ 116,550 
Material & Supply Cost $1,800,000 $ 63,200 Units Produced 1,500,000 un __ 54,000 un 
% to Net Sales Value 37.50% 35.16% Se —— 
—_—_—— gene aetai Ratios (per Unit): 
Production Value $3,000,000 $ 116,550 Gross Sales Value of Output 3.300 00 3.420 37 
: Returns & Allowances .100 00 .091 67 
Standard Allowable Payroll __ —_—— 
at 40% of Production Value $1,200,000 $ 46,620 Net Sales Value of Output 3.200 00 3.328 70 
Hourly Total Compensation 1,200,000 42,000 —_—_—_—_—— ——— 
—_——_ Material Cost .960 00 944 44 
Excess of Allowable over Supply Cost .240 00 .225 93 
Actual $ NONE $ 4,620 —_ -_— 
% to Hourly Compensation 0% 11% Material & Supply Cost 1.200 00 1.170 37 
Basic Data: Production Value (Value Factor) __ 2,000 00 __2.158 33 
Units Produced 1,500,000 un 54,000 un a pry 
Hourly Man-Hours Worked 600,000 hr 20,800 hr ae 
Production Value Dollars $3,000,000 $ 116,550 Gross Sales Value of Output — oe 
Hourly Compensation Dollars $1,200,000 $ 42,000 Returns & Allowances : i 
Productivity Ratios: Net Sales Value of Output 100.00 104.02 
Physical Productivity 2.500 00 2.596 15 , 
Value Factor 2.000 00 2.158 33 Material Cost ; mess ; pope 
Economic Productivity Per Man-Hour 5.000 00 5.603 37 Supply Cost 
Labor Cost Factor 2.000 00 2.019 23 : Rimini praise: 
Economic Productivity 2.500 00 2.775 00 Material & Supply Cost 100.00 102.47 
Productivity Indexes: Production Value (Value Factor) 100.00 107.92 
Physical Productivity 100.00 103.85 
Value Factor 100.00 107.92 : ; ; 
Economic Productivity Per Man-Hour 100.00 112.07 NOTE: The indexes for Returns & Allowances, Material Cost, Supply 
Labor Cost Factor 100.00 100.96 Cost, and Material & Supply Cost, have been reversed so that when 
Economic Productivity 100.00 111.00 performance is better than standard, the index is Aigher than 100. 


value factor can be caused by changes in 
the product mix as well as changes in 
selling price and costs. When, in a par- 
ticular period, there is a concentration on 
the larger-sized physical units, average 
ptices and costs per unit will be propor- 
tionately higher, and vice versa. But the 
business executive will be aware of that, 
at the time it is happening, and can 
modify his interpretation of results to 
compensate for product mix changes. 
Sometimes, changes in the product mix 
will influence the ratio of physical pro- 
ductivity, as well as the value factor. This 
occurs when larger units flow through the 
plant at a slower rate, but because of that 
fact, command higher prices. The reverse 
of this situation was seen in our experi- 





ence in a company manufacturing set 
screws. The usual lines of screws were 
fabricated from steel, and flowed through 
the automatic screw machines at a normal 








rate of about 8,000 per day. On one occa- 
sion, the firm obtained a large order for 
the same screws, but to be made of alu- 
minum. A much lower price per thou- 
sand was quoted, which depressed the 
value factor in terms of production value 
per thousand screws; but because of the 
softer metal, the machines could fabri- 
cate them at a rate of about 11,000 per 
day, which raised the index of physical 
productivity substantially. 

Whether the increased physical pro- 
ductivity with aluminum was enough to 
offset the lowered price can be found by 
their integration in the index of economic 
productivity per man-hour. So long as 
this latter index is 100 or more, the com- 
pany can be assured that it has not given 
away too much in the lowered price and 
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that the increased physical productivity 
was enough to recoup adequate values. 
Tests of this sort are useful in determin- 
ing proper pricing so that the company’s 
profit position is adequately protected. 
Two additional exhibits have been pre- 
pared to illustrate the use and application 
of these indexes. Exhibit III shows the 
sources of gains in economic productiv- 
ity per man-hour, as obtained from month 
to month from improvements or declines 
in selling prices, material and supply 
costs, production value per unit, and 
physical productivity. One can quickly 
see which lines, moving up or down, have 
the most marked influence on gains or 
losses from the base period standard. Ex- 
hibit IV shows the disposition of gains 
(Continued on page 212) 
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in economic productivity per man-hour, 
showing how much is regularly absorbed 
in regular hourly pay including all fringes 
and how much could be applied to in- 
centive pay payments or to wage-rate in- 
creases, without disturbing the standard 
economic relationships established in the 
base period. These charts were taken 
from the actual results of a company, 





which happened to be using the incentive 
plan for hourly rated employes. 

In addition to the over-all manage- 
ment controls of a business, which are 
readily apparent from a study of these 
exhibits, there are other important and 
valuable applications of the share of pro- 
duction principle in relation to the man- 
agement of a business. 


EXHIBIT III—X MANUFACTURING COMPANY—PRODUCTIVITY INDEXES (Monthly) 
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A USEFUL TOOL 
IN THE FIELD OF PRICING 


The first of such other applications jg 
in the field of pricing the product, em. 
ploying a corollary of the Rucker prin. 
ciple that has long been used by firms to 
determine a selling price that will assure 
protection of the company’s standard 
ratio of economic productivity. Given the 
direct material and direct labor costs of a 
product, or product line, the technique of 
such pricing is as follows. To the direct 
labor cost is added a factor to cover al] 
the remaining (indirect) hourly labor 
and all fringe benefits costs. This total 
hourly labor cost of the product is then 
multiplied by the ratio of casa pfo- 
ductivity (2.5 as shown in the example in 
Exhibit 1) to get the production value 
that should be obtained from the sale of 
the product. Then to the product’s produc. 
tion value is added the direct material 
cost plus a factor for supplies, and the 
resulting figure is the minimum selling 
price that should be obtained for it to 
maintain the firm’s economic position. 

Another application is the use of the 
principle as the basis of a plant-wide in- 
centive pay plan for all hourly rated em- 
ployes. Thus, when the current period's 
economic productivity is higher than base 
period standard, the excess becomes avail- 
able as added earnings for the participat- 
ing employes. In the example in Exhibit I, 
the current period’s economic productivity 
index is 111.00, or 11 per cent better 
than standard, and the employes may be 
paid up to 11 per cent of the regular total 
pay as incentive, or added, earnings, all 
without infringing on the company’s nor- 
mal share of production values. In the 
control computation in Exhibit I, it will 
be seen that the standard allowable pay- 
roll in the current period, at 40 per cent 
of production value (the reciprocal of 
2.5) is $46,620, whereas total hourly 
compensation is only $42,000. The dif- 
ference between them of $4,620, which 
is 11 per cent of $42,000, is the dollar 
amount available for distribution to the 
hourly employes as added earnings. 


USING THE PRINCIPLE 
IN UNION NEGOTIATIONS 


Still another application of the prin- 
ciple is in connection with union negotia- 
tions over increased wage rates and bene- 
fits, in cases where the principle is not 
being used as the basis of an incentive 
pay plan. Thus, as shown in Exhibit I, 
the actual current average wage rate of 
the hourly employes is $2.019 per hour. 
Let us suppose that the union’s demands 
for increased regular rates and increased 
fringe benefits amount to 25 cents pet 
hour. Can this amount be justified by the 
increases in physical productivity and the 
value factor? 

A 25-cent increase would bring the 
current rate of pay up to an average 0 
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$2.269 per hour. This figure divided by 
the base rate of $2.000 per hour gives an 
index of 113.46, as the new labor cost 
factor. This index of 113.46 is greater 
than the 112.07 index of economic pro- 
ductivity per man-hour, which measures 
the over-all gains from base of physical 
roductivity and value factor combined. 
Thus, the improvements obtained do not 
justify a wage increase of 25 cents per 
hour. 

If, however, you multiply the current 
rate of $2.019 by 111 per cent, you get 
$2.241 per hour as the allowable new 
rate, justified by the improvements in 
physical productivity and value. And this 
isan increase of only 22.2 cents per hour 
($2.241 less $2.019). So from a bar- 
gaining point of view, the management 
negotiators know precisely to the tenth of 
a cent how much they can yield to union 
demands for increased rates and fringe 
benefits. 

In one company we know of, a com- 
putation of this type convinced the union 
negotiators of the justice of manage- 
ment’s position, and they were willing to 
settle for a lesser increase that would not 
unbalance the company’s standard of eco- 
nomic productivity. 

In conclusion, we feel that there is an 
outstanding need for a team-work meas- 
ute of plant-wide economic productivity 
and current performance against a care- 
fully engineered standard. Thus, the de- 
velopment and use of the Rucker share of 
production principle can be most valuable 
in Many ways: 

First, it can clear away much of the 
confusion and misunderstanding that now 
exists about productivity, what it is and 
how to measure it. 

Second, it provides a comprehensive 
set of management controls that are pres- 
ently unobtainable from the conventional 
form of monthly financial statement. 

Third, it has been successfully used as 
a plant-wide incentive pay plan for hourly 
tated employes. It has increased coverage 
to 100 per cent of the time worked by all 
hourly rated employes, instead of the 70 
per cent to 90 per cent of the time 
worked by 40 per cent to 60 per cent of 
the employes, as normally prevails with 
individually measured incentives. And it 
has increased the area of incentive op- 
portunity from merely more units per 
man-hour to include all the value factors 
involved including higher or lower sell- 
ing prices. Thus, the management is not 
forced to pay added money for greater 
physical output, irrespective of the prices 
tealized in market competition. 

Fourth, it is a useful tool in pricing 
the product to assure that receipts from 
sales are adequate to maintain or improve 
the standard of economic productivity ; 
and when competition cuts the price be- 
low this point, the company may find it 
wise to allow some portion of that un- 


profitable business to go to those com- 
petitors. 

Fifth, it is most useful in union nego- 
tiations, by enabling management to meas- 
ure in exact terms the actual monetary 
and percentage gains in economic pro- 
ductivity and then to determine precisely 


how much of an increase they can afford 
to pay without altering the former stable 
balance of the company’s performance. 
All these applications have been tested 
in the field among a number of companies 
of varying sizes, and found to be valuable 
and accurate for the purposes outlined. 





EXHIBIT IV—X MANUFACTURING COMPANY—PRODUCTIVITY INDEXES (Monthly) 
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David H. Li 


N viEW of the fact that manufacturing 
| today is geared increasingly to market- 
ing considerations rather than to pro- 
duction, it seems rather surprising that 
we find absorption costing still widely 
practiced. Absorption costing owed its 
origin to the one-time universal emphasis 
on productive capacity and logically ac- 
companied it. Present conditions call for 
a new concept of overhead costing. 

The proposed costing concept, for 
want of a better term, will be designated 
as sales-oriented overhead costing. Under 
this concept, plant facilities are acquired 
not because of their productive capacity 
per se, but because of their capability to 
service a certain level of sales needs. 
Fixed overhead costs, therefore, are to be 
allocated on the basis of expected average 
sales, rather than on the basis of pro- 
ductive capacity or utilization. 

In a year in which the actual sales vol- 
ume coincides with the expected average 
sales volume, fixed overhead costs will be 
fully absorbed and reflected in the cost 
of goods sold account irrespective of pro- 
duction. Should the number of units pro- 
duced exceed that sold, the excess units 
are inventoried at their direct costs.1 Con- 
versely, should the number of units sold 
exceed that produced, the necessary units 
drawn from inventory are included in the 
cost of goods sold at their direct costs. 

In a year in which actual sales fall be- 
low expected average sales, a part of fixed 
overhead costs will not be absorbed and 
is to be treated as an expense (technically, 


Sales-Oriented Overhead Costing 


a loss) irrespective of production. Units 
produced in excess of sales or units drawn 
from inventories are transferred at their 
direct costs. 

In a year in which actual sales exceed 
the expected average sales, fixed overhead 
costs will again be fully absorbed. Units 
sold in excess of expected sales, irrespec- 
tive of whether they are supplied by cur- 
rent production or drawn from inven- 
tories, are to be included in the cost of 
goods sold account at their direct costs. 

There are altogether 13 possible com- 
binations of expected sales-actual sales- 
production relationship. The allocation of 
overhead costs under each situation, to- 
gether with its effect upon net income, is 
illustrated in Table 1 on pages 216 and 
21/7. 

From Table 1, several observations may 
be made: 

Firstly, unabsorbed fixed overhead costs 
exist so long as actual sales are below ex- 
pected sales; such unabsorbed costs grad- 
ually diminish as actual sales approach 
expected sales ; 

Secondly, fixed overhead costs are fully 
absorbed when actual sales are equal to or 
in excess of expected sales ; 

Thirdly, net income moves in the same 
direction as actual sales; the higher the 
actual sales, the higher the net income 
becomes ; 

Fourthly, net income is not affected by 
inventory policy; at a given actual sales 
volume, net income remains the same tr- 
respective of whether inventory is being 








DAVID H. LI (M.B.A., Wharton School, University of Penn- 
sylvania, 1950, and Ph.D., University of Illinois, 1953) was 
controller, Redfield Associates, Chicago, Ill., 1953-1955, 
and has been their budget consultant since 1956. He has 
been an assistant professor of Accounting, University of 
Southern California, Los Angeles, Calif., since 1956. He 
was a professorial research fellow at the Headquarters 
Budget Division of Westinghouse Electric Corporation, Pitts- 
burgh, Pa. (summer of 1957) and on the staff of Haskins & 
Sells, CPAs, in their Los Angeles office (summer of 1959). 





THE CONTROLLER........ RPE 


b £18 b & 68 & *®, € 6 G58 Sues Re eee ee 





214 





A new concept grounded 
on “cost transferability” 


accumulated, liquidated, or kept un. 
changed ; and 

Finally, the percentage markup (gross 
margin to sales) remains unchanged when 
actual sales are equal to or less than ex. 
pected sales; it begins to improve and 
gradually widens with additional sales 
above the expected sales volume. 

The significance of these observations 
will be examined in connection with jus- 
tifying the proposal in terms of man- 
agerial considerations. Attention will first 
be directed, however, to justifying the 
proposed concept in terms of theoretical 
considerations. 


THEORETICAL CONSIDERATIONS 


Cost accounting as a methodology is 
based upon the ‘‘cost-attach” concept. 
Paton and Littleton, two of the leading 
accounting theorists, explain the concept 
in the following manner: 


The economic activity of a business enter- 
prise consists in uniting materials, labor, 
and various services to form new combina- 
tions having new’ utilities. When 
production activity effects a change in the 
form of raw materials by the consumption 
of human labor and machine-power, ac- 
counting keeps step by classifying and 
summarizing appropriate portions of mate- 
rials cost, labor cost, and machine cost so 
that together they become product-costs. 
In other words, it is a basic concept of ac- 
counting that costs can be marshaled into 
new groups that possess real significance. 
It is as if costs had a power of cohesion 
when properly brought into contact.? 


They further state that the reason for 
such regrouping of costs is that they ex- 
press parts of the total effort made to 
bring about a subsequent advantageous 
sale.* 

(Continued on page 216) 

* Direct cost is the sum of direct material, 
direct labor, and that portion of manufacturing 
costs that vary directly and proportionately 
with volume; see Direct Costing, Research 
Series No. 23 (New York: National Asso- 
ciation of Cost Accountants, 1953), pp. 10-11. 

*W. A. Paton and A. C. Littleton, An [7 
troduction to Corporate Accounting Standards 
(Chicago: American Accounting Association, 
1940), p. 13. (Emphasis supplied.) 

° Ibid., p. 14. 
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The cost-attach concept, it seems to the 
writer, is based on two assumptions. It 
assumes (1) that the most important 
aspect of economic activity is production, 
and (2) that sales in some years may ex- 
ceed production at full capacity. The first 
assumption is basic to a production-ori- 
ented economy. The second assumption— 
that the efforts made and costs incurred 
in producing goods can be readily 
and advantageously passed to the cus- 
tomer in subsequent years—is a corollary 
to the first and a symptom of a produc- 
tion-oriented economy. This is the basis 
for conventional absorption costing. 

In an economy in which marketing is 
the focus of managerial attention and ex- 
cess capacity the desired managerial pol- 
icy,4 the validity of these two assumptions 
may be questioned. The cost-attach con- 
cept, it seems, is no longer satisfactory 


as the criterion for cost determination. 
In its stead, the writer wishes to propose 
the “cost transferability’’ concept. 

Under the cost transferability concept, 
costs are incurred with a view toward 
their recoupment when sales are made. 
The utility or significance of costs de- 
pends not so much upon their incurrence 
as upon their transferability. Costs are 
useful when they may be transferred to 
customers, through sales; they are not 
when they cannot be so transferred. The 
cost-attach concept is valid in a produc- 


*Cf. “Too Much Manufacturing Capacity?” 
Business in Brief (New York: The Chase 
Manhattan Bank), November-December 1958: 
“A review of past trends also suggests that a 
certain amount of excess capacity has been con- 
sidered desirable by manufacturers. They want 
enough elbow-room to handle orders efficiently 
and promptly in periods of good business.” 








tion-oriented economy not because costs 
do attach (a physical concept) but be. 
cause they are transferable (an economic 
concept) ; in other words, in a produc. 
tion-oriented economy, cost transferabil. 
ity may be equated to and substituted by 
cost-attach. In a sales-oriented economy, 
however, the cost transferability concept 
must prevail. 

At the time of incurring costs, the sales 
volume to which such costs are directed 
is estimated. Such a sales estimate tends 
to reflect the feasibility of incurring costs, 
a step consistent with management's plan- 
ning function. The expected sales vol- 
ume, the criterion for justifying cost 
incurrence, then becomes the basis for 
determining cost transferability. 

In planning an advertising campaign, 
for example, the expected sales level at 
which such a campaign is aimed is estab. 





































































TABLE | 
ALLOCATION OF OVERHEAD COSTS AND DETERMINATION OF NET IMR VA 
Actual Sales = Expected 
(12,000 units) (12,000; 
Assumption : Direct Material Cost per unit ol With Pro- With Pro- Wwiti Pro 
Direct Labor Cost per unit 2 duction duction dugtion 
Direct(Variable)Overhead Cost per unit 1 at 14,000 at 12,000 at “ 
Fixed Overhead Cost per unit (base: 12000) 2 Units Units 6 
Sales @ $10 $120,000 $120,000 314% 
Cost of Goods Sold 
Units up to 12,000 supplied by current production @ $6 72,000 72,000 poo 
Units in excess of 12,000 supplied by current production @ $) - - 
Units drawn from inventory @ $h ~ - 
Overhead absorbed for units drawn from inventory @ $2 - - 
up to 12,000 units less number of units produced 
} »000 
Gross Margin $ 48,000 $48,000 $4 
Selling and Administrative Expenses 10,000 10,000 ] 
000 
Unabsorbed Fixed Overhead Costs, 12,000 units less units sold @ $2 - - 
_ 6000 
Net Income $ 38,000 §$ 38,000 4% 
5000 
Inventory Accumulation or (Liquidation) in units 2,000 - \ 
000 
Inventory Balance, Cumulative in units 2,000 2,000 
ae 
a = 
ee a: 
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lished. Should actual sales fall below the 
expected sales, it suggests that the cam- 
aign is less than completely successful 
and that part of the advertising cost can- 
not be transferred to customers. The part 
that cannot be transferred is a cost that 
does not contribute, a cost that is not 
useful—or, in short, a loss. Under con- 
ventional income reporting, advertising 
cost is treated as an expense and deducted 
in toto from revenue of the period; as 
such, the distinction between a useful ad- 
vertising cost and an advertising loss is 
academic, though such a distinction is 
highly desirable and capable of imple- 
mentation under the cost transferability 
concept. ; aes 
In planning plant acquisitions, simi- 
larly, the expected sales level to which 
such acquisitions are destined to service 
is established. Since plant acquisitions 





will benefit several accounting periods, 
the expected average sales level during 
such periods is established. Should actual 
sales in any period fall below the ex- 
pected average sales, it suggests that part 
of fixed overhead costs of that period 
cannot be transferred to customers; such 
unabsorbed costs should then be consid- 
ered a loss and deducted from revenue of 
the period. 

Would the treatment be different if 
management elects to produce more than 
the current sales needs? 

Inventory accumulation (and subse- 
quent inventory liquidation) in an era of 
excess productive capacity is a reflection 
of management’s financial policy; it is 
not an economic necessity. A financial 
transaction has no bearing upon net in- 
come; as such, under sales-oriented over- 
head costing, unabsorbed fixed overhead 


TABLE | CONTINUED 


costs of any period are treated as a loss 
of that period irrespective of manage- 
ment’s inventory policy. That part of 
fixed overhead costs that has been trans- 
ferred to customers is a useful cost and 
is properly treated as an element making 
up the total costs of goods sold. 


MANAGERIAL CONSIDERATIONS 

From the managerial standpoint, the 
sales-oriented overhead costing concept 
offers several advantages over both p 
sorption and direct costing concepts. 

In the first place, at the time of plan- 
ning acquisitions, the sales-oriented con- 
cept is consistent with the managerial 
approach in that plant acquisitions are 
viewed in terms of their capability to 
service a certain level of sales needs and 
not in terms of their productive capacity 

(Continued on page 242) , 


























OF NET IMR VARIOUS EXPECTED SALES-ACTUAL SALES-PRODUCTION RELATIONSHIPS 
Expected Actual Sales < Expected Sales Actual Sales ) Expected Sales 
(12,000 (10,000 units) (12,000 units) (14,000 units) (12,000 units) 
Pro- Wit Pros With Pro= With Pro= With Pro= With Pro-{| With Pro- With Pro- With Pro= With Pro- With Pro- 
ion qugtion duction duction duction duction duction duction duction duction duction 
000 at §p,000 at 12,000 at 11,000 at 10,000 at 9,000 | at 15,000 at 14,000 at 13,000 at 12,000 at 11,000 
“ fs Units Units Units Units Units Units Units Units Units 
100 $1p%00 $100,000 $100,000 $100,000 $100,000 | $140,000 $140,000 $140,000 $140,000 $140,000 
400 000 60 ,000 60,000 60,000 54,000 72,000 72,000 72,000 72,000 66,000 
' a" - - 8,000 8,000 4, ,000 ~ - 
- - + 4, ,000 - - 4,000 8,000 12,000 
- - - 2,000 - - - - 2,000 
mE 
ni 3 ip $ 40,000 $0,000 $40,000 $0,000 | $ 60,000 $60,000 $60,000 $ 60,000 $ 60,000 
00 000 10,000 10,000 10,000 10,000 10,000 10 ,000 10,000 10,000 10,000 
000 k ,000 4, ,000 4,000 l, ,000 - - - - - 
$ 26,000 $ 26,000 $ 26,000 $ 26,000 $50,000 $50,000 $50,000 $50,000 $ 50,000 
2,000 1,000 - (1,000) 1,000 - (1,000) (2,000) (3,000) 
6,000 7,000 7,000 6,000 7,000 7,000 6,000 4,000 1,000 
pre 
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Frank S. Capon 


Fssentials of Corporate Planning 


Should your company boost its outlay for product devel- 


opment in the next few years? 


Is the Southeast Asian market worth develo ping for the 


equipment you make? 


Would it make sense to set up a new, highly automated 
processing unit in a region now served by means of long- 


distance vail haulage? 


Questions such as these, varied and difficult as they may 
be and important as they surely are, can all be answered 
after recourse to certain principles of analysis and planning. 
Without such recourse, in fact, they cannot be answered 


adequately. 


Mr. Capon sets forth these principles as he sees them, 
leading off with a word about the manner in which author- 


ity for planning is assigned. 


HE ORGANIZATIONAL STRUCTURE of 

different companies varies widely, 
partly because of size but frequently 
because of personal preference for certain 
titles or groupings. Fundamentally, how- 
ever, the various responsibility groups in 
management are strikingly similar in all 
companies. For example, the chief ex- 
ecutive officer has general responsibility 
for all aspects of management regardless 
of whether he is a president, a chairman 
or managing director. Similarly, all com- 
panies have a financial management re- 
sponsibility regardless of whether it comes 


under the vice president (finance), the 
treasurer or the controller. For manufac- 
turing companies there will be a produc- 
tion responsibility even though it may be 
decentralized on a product basis, and 
there will also be a sales responsibility 
which may be similarly decentralized. 
Most companies will have a development 
responsibility which may or may not in- 
clude research. There is a similarity of 
functional responsibilities in every organ- 
ization regardless of the titles used. 

In recent years there has been a great 
deal of discussion on centralization and 
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“Consult the maps . to take 
the fullest advantage of 


known facts and assumed events” 


decentralization of management and also 
of the pros and cons of committee man- 
agement. It is not necessary for be Oses 
of this discussion of planning an ofan 
trol to consider the advantages or disad- 
vantages of decentralization or of the 
committee structure. The principles of 
planning and control apply equally te. 
gardless of whether or not a company is 
decentralized and whether management 
responsibilities are vested in individuals 
or in committees. 


REASONS FOR PLANNING 

The only link between an aim and its 
achievement is the plan of the steps or 
actions needed to get there and the order 
in which they must be taken. Those who 
aim to succeed by planning their course 
have a tremendous advantage over the 
great number who have no organized 
plan; the planners are ready for each de- 
velopment, and can take each necessary 
decision without hesitation because the 
various alternatives have been evaluated, 
whereas those who fail to plan must 
scurry around making hasty and ill-con- 
sidered decisions every time a new devel- 
opment occurs. The planner has command 
of his course of action, has foreseen the 
probable difficulties, and has charted his 
course around them. He keeps his head 
while others lose theirs, for hurry and 
surprise are the two most dangerous situ- 
ations in business. 

The person who plans will first make 
sure where he is at present, and then 
determine his objectives. The planning 
of achievement of objective then takes a 
two-part form: strategy and tactics. The 
executive must determine the strategy by 
painting with a broad brush, but he can 
delegate decisions on tactics, for junior 
levels of management must be able to 
make day-to-day revisions in minor 
aspects of the plan, always keeping within 
the broad strategy. 

The mere committing of objectives and 
plans to paper will of itself give guidance 
and generate ideas. Even when only dif- 
ficulties seem ahead, a formal analysis 
and evaluation of possible courses of ac- 
tion will give a sense of balance and self- 
confidence. One great fault of our age !s 
the tendency to rush into new ventures 
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“You mean, xerography has cut Our 
copying costs that much!’ 


It needn’t be embarrassing when you discover how 
much xerography cuts the cost of paperwork dupli- 
cating. Every day, in companies large and small, 
management is learning that xerographic copying 
equipment saves thousands of hours of human 
labor . . . speeds communications . . . delivers more 
work at less cost. 

Xerography is the world’s fastest, most versatile, 
and most economical method of copying. It copies 
everything written, printed, typed, or drawn. . . 
in seconds . . . onto ordinary paper (or offset paper 


SS XeroX Copyflo equipment for inexpen- 


XeroX master-making equipment for offset duplicating 
enlarges, reduces, or copies size-to-size. 


masters, vellum, or card stock). It will enlarge, 
reduce, or copy size-to-size—from any original. 
And it makes perfect copies every time. 

A full line of Haloid Xerox machines now meets 
every copying need. Send for proof-of-performance 
folders showing how companies of every size in 
every type of business use xerography to get out 
paperwork fast, at lowest possible cost. Hato 
XEROX INc., 60-125X Haloid St., Rochester 3, 
N. Y. Branch offices in principal U. S. and Cana- 


dian cities. Overseas: Rank-Xerox Ltd., London. 


HALOID 
XEROX 


sive, high speed, volume reproduction 
from microfilm or original documents. 











without enough study because of an over- 
powering fear that someone else may get 
there first. There is a mad endeavor to 
leap from the ground to the summit 
rather than to climb scientifically, disre- 
garding the infinitely greater risks in- 
volved in the leaping process. Many 
things are already known about the future 
but the timing of the great events fore- 
seen remains cloaked in mystery. Think- 
ing men are trying to establish rough 
dates for the major steps, and are work- 
ing towards these dates; they are planning 
the actions they must take and the timing 
of these actions in order to be in the 
right position in 10 or 20 years. Orderly 
plans mean fewer unsolved problems, 
fewer false starts, an absence of random- 
work. In other words, planning results in 
a vital decrease in effort and increase in 
future efficiency, even if the planner him- 
self may not be around to reap the fruits. 


SCOPE OF PLANNING 

A plan is no better than the men who 
make it, and objectives will be accom- 
plished only if the right men are there 
to take the necessary decisions and actions. 
The organization function, that is the 
hiring, training and developing of men, 
is certainly the most important single 
task of management, for all of manage- 
ment’s achievements must be accom- 
plished through people and a good 
organization can only be built up by 
meticulous planning and careful but firm 
pruning. 

The scope of corporate planning, the 
degree of formality needed, the fre- 
quency of plan reviews, the timing of 
formal plan submissions, are all matters 
which must be custom-made for each 
company. Planning in some form takes 
place in every company, large or small, 
but in many it may be unconscious or 
relatively undeveloped. 

Business is a venture, in some ways no 
different from a family motor trip. If 
you were taking the family away in the 
car for a few weeks, you would first ob- 
tain guide books, lists of hotels and all 
other information on the facilities avail- 
able. In other words, you would obtain 
all present facts. Then you would con- 
sult the maps to determine the best way 
of reaching your destination. To ensure 
a successful trip, you would ascertain 
first what to expect and how to get there 
and then you would make all necessary 
reservations in advance; thus you would 
have guarded against disappointment and 
unnecessary trials enroute. We all know 
the kind of problems experienced by 
those carefree individuals who just barge 
off in the car at the height of the vacation 
season without any particular arrange- 
ments or plans. 

Planning can be summed up as the 





collection of all pertinent facts which 
may affect directly or indirectly future 
results or that part of the future now 
under study, the thoughtful weighing 
of those facts to test their accuracy, the 
evaluation of various pieces of informa- 
tion and the determination of their 


implications, and finally, the charting 
of a course of operations, decisions and 





WHY PLANS FAIL 


Six main reasons why plan- 
ning programs fail, according 
to Michael J. Kami, director of 
long-range planning at IBM, 
are: 

1. Failure to make decisions. 
Most crucial step in planning 
is implementation, which means 
decision-making; without it 
planning is a waste of time. 
2. Too much reliance on com- 
mittees. Their faults are magni- 
fied in planning because they 
are notoriously weak in mak- 
ing decisions. The result is 
compromise. 

3. Too many planners sepa- 
rated from operations. Plans 
should be made by operating 
people who have facts and 
can make decisions. Staff plan- 
ners should see that operators 
plan and should coordinate all 
parts into the over-all company 
plan. 

4. Too much serial (sequential) 
planning. What’s needed is 
parallel planning with each 
element making assumptions, 
using judgment, cross-checking 
and improving plans as more 
information becomes available. 
5. Failure to put plans in writ- 
ing. Written plans become com- 
mitments; this is vital to getting 
plans carried out. 

6. Lack of support from top 
management. Without a top 
policy or directive of endorse- 
ment, planning flounders. 





policies to take the fullest advantage 
of known facts and assumed events in 
order to reach the optimum objective. 

Timing of formal plans must depend 
on the speed with which circumstances 
or cycles change and the degree of flexi- 
bility required. The important thing is 
to have a fixed timing for formal re- 
vision, because plans get out of date 
quickly and only a formal review will 
ensure that necessary revisions of policies 
and decisions are made promptly. 





TS ee 


snide ieee ata cin dale MAY 1960 





220 


MECHANICS OF PLANNING 

We now come to the specific steps to 
be taken in managerial planning, the 
“how-to” stage. First, there are two 
fundamental sets of information to be 
obtained, the external and the internal, 
Then there is the task of evaluating and 
collating the information, and finally, 
the presentation of the information in 
a form calculated to be helpful in deter. 
mining the objectives and making the 
decisions needed to achieve them. 

The external factors. Business is af. 
fected intimately by a great many factors 
beyond its control, such as the general 
level of prosperity in the country, access 
to foreign markets, tariff protection 
against imports, foreign exchange rate 
trends, general availability of money for 
capital, governmental regulations on 
products or merchandising, and many 
others. The study of these external fac. 
tors is called economics, and the expert 
in the field is the economist. It is he who 
evaluates and estimates the effects of 
trends in gross national product, taxa- 
tion and tariff policy, fiscal policy, and 
foreign trade movements, and political 
developments such as the European Com- 
mon Market. 

Among their other accomplishments, 
managers must also become economists of 
sorts. Some can afford to hire highly 
skilled economic specialists to advise 
them, but in the final analysis they must 
apply their own judgment to the collected 
facts and must make their own appraisals 
in reaching decisions for which they can- 
not delegate a Nagpenrsce Every com- 
pany is affected by external factors, but 
the importance of these factors is far 
greater to some than to others. 

A very great deal of information is con- 
stantly available on the external factors 
affecting business. The first basic source 
of information is statistics, provided for 
the rnost part by government, but coming 
right behind are the daily press, financial 
press, trade publications and a host of 
other sources. 

External factors are having an ever- 
increasing influence on business. The 
world is splitting itself up into trading 
blocs. Tariffs, quotas, exchange regula- 
tions and other weapons are being used 
increasingly by foreign governments to 
influence world trade. Since a considgra- 
ble part of gross national product in both 
the United States and Canada is directly 
involved in world trade, every company is 
concerned with these developments. No 
longer can we think and plan in terms of 
the local market alone. To succeed, the 
external factors must weigh heavily in our 
plans. 

The internal factors. The internal fac- 
tors, that is those within the control of 
management, include potential markets 
for present products, plant capacities, po- 
tential diversification into new businesses, 
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22,000,000 

IMPRESSIONS 
ON DAVIDSON 
DUAL-LITHS... AND v: 
THEY RE STILL 
GOING STRONG 


As educational publishers, scorr, FORESMAN & COMPANY, 
of Chicago, creates and distributes about twenty different 
titles each year which range from kindergarten readers 
to college textbooks. 


To supply high quality support literature and to help out 
with routine printing, SCOTT, FORESMAN operates an inter- 
nal duplicating department equipped with Davidson 
Dual-Liths Model 241 and Model 233. The company has 
found the Dual-Liths not only insure superlative printing 
quality and versatility, but often halve the job time com- 
pared with the other machines considered. The Dual-Lith 
241 can handle up to 6,000 sheets an hour and the Dual- 
Lith 233 up to 5,400 an hour. If required, jobs can often 
be run 2-up with both sides printed simultaneously, with 
enormous savings in job time and costs. Set-up time is 
short, the 241 taking only 4 to 5 minutes from finished 
plate to production run. The 233 takes slightly longer. 


Since SCOTT, FORESMAN installed the Dual-Liths in 1946, 
it has produced over 22,000,000 impressions with only a 
few minor stoppages...a remarkable record. 


Outstanding dependability is only one feature of David- 











son Dual-Liths. They can substantially reduce your print- 
ing costs and provide superb “professional-quality” work. 
For the complete story on how Dual-Liths help scorr, 
FORESMAN, call your Davidson Distributor (he’s listed in 
the Yellow Pages s) — or write to Davidson Corporation, 
29 Ryerson Street, Brooklyn 5, New York. 


FREE! These booklets show you how to take the work 
out of paperwork! 





DAVIDSON CORPORATION 
Subsidiary of Mergenthaler Linotype Company 
29 Ryerson Street, Brooklyn 5, N. Y. 


Send me Case History No. B-21—plus other 
free booklets about Dual-Liths. 


Name 








Company 


[] | Address 
avigson 


City Zone State 


























raw material cost trends, wage rate trends, 
competitive situations and research objec- 
tives. In these areas information, whether 
factual or estimated, is obtained from 
department managers throughout the 
company. A certain degree of formality 
is useful in obtaining this kind of infor- 
mation, as it helps to ensure that all the 
useful information is forthcoming in a 
form which can be readily coordinated. 
The preparation of written reports with 
formal statements and charts helps operat- 
ing managers to give more careful con- 
sideration to their forecasts and estimates, 
at the same time providing administrative 
management with facts in a more read- 
able and more consistent form. 
Evaluating and collating the factors. 
Having obtained all the information 
which can be useful in planning the fu- 
ture course of the company, the problem 
for administrative management is to sift 
the wheat from the chaff, retain only that 
information which is of real importance 
for planning purposes, then evaluate each 
specific piece of information. It is not 
sufficient to recognize that a certain fact 
is interesting; its effect on the company, 
either direct or potential, must be weighed 
in order to reach the decisions necessary 


to take full advantage of its potentialities. 

In some companies this analysis and 
evaluation of information for planning is 
done by an individual or committee at 
the top-management level, but most often 
it is done as a staff function by the ac- 
counting staff. To make plans intelligible 
the assorted information must be ex- 
pressed in a common language—dollars 
—so that it can be put together in the 
form of total results. All the market po- 
tentialities must finally be boiled down to 
a total figure for forecast sales, and all 
the diverse items entering into the pro- 
duction of goods must finally end up as a 
total cost of sales, before profit and re- 
turn on investment can be calculated. 
Only when these are reached can there be 
a policy review with administrative man- 
agement to determine what steps must be 
taken to improve results, reduce costs and 
expenses or diversify lines. 

Thus, there is placed on the accounting 
staff a heavy responsibility to assess 
masses of information coming from op- 
erating management and from the econ- 
omist and other specialists, to recognize 
the significance of each piece of informa- 
tion, to have a feel for the degree of op- 


timism or pessimism that has been built 





MARK YOUR CALENDAR 





MAY 8-10 


CONTROLLERS INSTITUTE OF AMERICA 


POCONO MANOR, PA. 


Eastern Conference 


MAY 15-17 


INSTITUTE OF NEWSPAPER CONTROLLERS AND 


NASHVILLE, TENN. 


FINANCE OFFICERS 
National Spring Conference 


MAY 22-24 


CONTROLLERS INSTITUTE OF AMERICA 


LOUISVILLE, KY. 


North Central Conference 


MAY 22-26 


NATIONAL OFFICE MANAGEMENT ASSOCIATION 


MONTREAL, QUE. 


4lst International Conference 


MAY 31-JUNE 3 


NATIONAL RETAIL MERCHANTS ASSOCIATION 


CHICAGO 


40th Annual Controllers Congress Convention 


JUNE 9-11 


CONTROLLERS INSTITUTE OF AMERICA 


MILWAUKEE 


Midwestern Conference 


JUNE 22-24 


NATIONAL MACHINE ACCOUNTANTS ASSOCIATION 


SAN FRANCISCO 


National Conference and Business Show 


AUGUST 28-SFPT. 


OCTOBER 10-12 


TAX EXECUTIVES INSTITUTE 


NABAC, The Association for Bank Audit, 


WHITE SULPHUR SPRINGS, 
W. VA. 


LOS ANGELES 


Control and Operation 
36th Annual National Convention 


OCTOBER 10-12 


SYSTEMS AND PROCEDURES ASSOCIATION 


NEW YORK 


International Systems Meeting 


OCTOBER 19-22 


AMERICAN RECORDS MANAGEMENT ASSOCIATION 


MILWAUKEE 


Annual Convention and Records Management Workshop 


OCTOBER 22-26 


CONTROLLERS INSTITUTE OF AMERICA 


SAN FRANCISCO 


Western) 29th Annual Conference 


THE CONTROLLER 


MAY 1960 





in, and to estimate the degree of accuracy 
of the final results produced by all the © 
information. The accounting staff must — 
have a broad, if superficial, knowledge of ~ 
all aspects of operations and external — 
factors if it is to do a useful job in pro. 
ducing a consolidated draft plan for man. 7 
agement consideration, and it needs the © 
fullest support and understanding from — 
the other departments. ; 

The evaluation of information for ~ 
planning presents unlimited scope for | 
disagreement between the accounting and | 
other departments. Everyone’s goose is a 
swan, and accountants must strive to be 
impartial, factual and forthright in sub- 
mitting their final assessment of the in- | 
formation for management action, even — 
though they may be expressing unpopular © 
views or interpretations. q 

The final planning document. The © 
study of the consolidated report on plan- 
ning information results in management © 
decisions on the future course of action. ” 
Present policies may be confirmed, or | 
changes may be found necessary to cor- | 
rect a fault or to take advantage of a new 
situation. Sales targets will be firmed up, 
cost and expense budgets can be fixed, 
salary and wage rate policies established. 
The effect of forecast operating results on 
the company’s financial position will be 
shown, so that decisions can be taken on © 
dividend policy, plant expansion, new 
capital needs and sources, inventory man- | 
agement and the other balance sheet 
items. Then, after all decisions have been | 
made and there is top management agree- 
ment on the planned course for the fu- 
ture, the final plan document can be pre- 
pared for directors. 

This document may be in one of a 
variety of forms. It is, however, impor- 
tant to bear in mind that, if the objective 
is to be reached, each management level 
must know enough of the plan and its 
aims to make the day-to-day decisions cal- 
culated to keep their units in line with 
the total objective. 


CONCLUSION 

Planning consists of collecting all the 
pertinent data, both internal and external, 
making reasonable assumptions on future 
developments based on present and past 
facts, and evaluating the information and 
assumptions objectively, without bias. 

The man, or the company, who plans 
ahead rather than proceeding blindly by 
intuition is most likely to succeed in the 
long run. Policies must be formulated, 
decisions made on the course to follow 
and limits for costs and expenses estab- 
lished; financial needs must be deter- 
mined, with new capital needs _ being 
defined and sources of capital decided. 
Sufficient information must be given on 
the plan to all levels of management to 
enable them to operate according to the 
long-range objective. 
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Profit From Complete Service 





bole Ret-takeol--l-JalomolaR a Aule land Mi ial-M-ee relist tcoial-toB 
complete service. It’s an all-inclusive service. 
Continuous contact by salesmen located 
throughout the United States and Canada 
who handle only Wright Line products is an 
important part. A.A. Croce” of our New York 
office is shown here calling on Mr. A. Osage, 
Supervisor of Customer Accounts at Brook- 


lyn Union Gas Company, one of the largest 


Catalog 22 
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to every account, large or small. Wright 
Line customers are doing business with a 
laar-Ualene-Condela-lamroy mmol 0r-liba’am toll) olesl-1ah ame 0-Me dal -) 
rol ito Iial-tce)mmohauol-h¢- Wl ol aelet-t-t-tlal- Mt - lolol -tola] 
equipment, Wright has pioneered 26 years 
of product development in this field. Again, 
in 1960, the new catalog 22 has over 30 
pages of new equipment to add further 


efficiencies to your operation. Profit from 


the experience of salesmen like Al Croce 
who are selling the only complete service 
available today. 


B73 DATA PROCESSING 
° ACCESSORY 
EQUIPMENT 
LINE 


THE WRIGHT LINE, INC./160 GOLD STAR BLVD./ WORCESTER 6, MASS. 
in Canada - THE WRIGHT LINE of CANADA LTD./ DON MILLS TORONTO 











IPIRQIBILIEIMLS tohetp 


Merrill Lynch handle customer orders... 
one every second! 











SOLOMON: 


Western Union Private Wire Service§ 





Western Union Private Wire Service helps provide 
faster, positive order-handling. This is Brokerfax* the 
Western Union facsimile service designed especialh 
for brokerage houses. Merrill Lynch uses Brokerfax ff 
receive the hand-written confirmation of odd-lot tran 
actions from the floor of the stock exchange. No chan 0 
; ; for transmission error; it’s in writing! And market ré 
So fast is the Merrill Lynch system that customers con- ports, news flashes, instructions and other data ¢ 
firmations are in the mail from the customers’ branch flashed from headquarters to New York branch offie 
office the same day of the transaction. For example, a via Western Union facsimile services, too. q 
customer in San Francisco will have his written con- iW i ow Union Pei 
firmation the day after the transaction. Simultaneously, \ ey) x a4  eacul a any! Wester Vi 
records at headquarters and branch offices are updated. Nite Services—designed for your company hang 
The pattern of the rapidly changing securities markets thousands of details and do it all with error-proof, ie 
is reflected at once to all Merrill Lynch offices. - einai, 3 - You i like the speed . . . and the sa 3 
For more information, wire collect to: Western Unio 
Private Wire Division, New York, New York. 


Customer orders, at the fantastic rate of one every sec- 
ond, flow daily into Merrill Lynch, Pierce, Fenner & 
Smith New York Headquarters. How does Merrill Lynch 
—the world’s largest brokerage house—handle this enor- 
mous volume speedily, accurately, and in writing? With 
the help of Western Union Private Wire Services. 


In a business where absolute accuracy is a must, another 


HOW MERRILL LYNCH COMBINES PRIVATE WIRES AND FACSIMILE FOR SPEEDIER CUSTOMER SERV! 


Billing Data are processed by computer, 
go onto Western Union Private Wire 
for transmittal to originating branch 
offices. 


Market Information is transmitted to and Odd-lot Orders are confirmed, in sec- 
from New York branch offices through this onds, through one of 8 Brokerfax cir- 
facsimile concentrator located in the cuits. Brokerfax keeps Wire Room 


Merrill Lynch main Wire Room. continuously “on the floor.” 
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Over 4,250,000 transactions a year, speeded in part by Western Union Private Wires 


and Brokerfax, pass through this Merrill Lynch Wire Room at New York Headquarters. 


WESTERN UNION 


... first in Private Wire Services 











Donald F. Dvorak 


¥ TODAY'S UP-AND-DOWN ECONOMY the unwary corporation 
faces a lurking tax disaster through unimaginative handling 
of its bad debts. All too often the controller is content to rele- 
gate the problem of bad debts to the exclusive domain of the 
credit manager, making only perfunctory audit checks now and 
then, but otherwise disassociating himself as much as possible 
from the whole matter. That this approach can be extremely 
dangerous becomes evident when one realizes the critical inter- 
relationship of bad debts and federal income taxes. 

We are all aware, of course, that there are two basic account- 
ing treatments of bad debts. One method is known as the “‘specific 
charge-off” and the other is called the ‘‘reserve method.”! Under 
the specific charge-off method, bad debts are recognized in the 
period when the accounts are determined to be uncollectible. 
This method has simplicity and general ease of handling as its 
prime virtues. No problems of estimating the expected losses 
are encountered. The accounts are charged off directly to expense 
and any recoveries are reported as income. 

The reserve method recognizes bad debt losses in the same 
year that sales are made. This method is more involved, since 
a new account called a reserve or allowance is created to indi- 
cate the estimated amount of uncollectible accounts. The esti- 
mate of current year uncollectibles is credited to this account and 
charged to expense. Conversely, when a customer’s balance 
actually becomes uncollectible, it is charged against the reserve. 
Recoveries are properly credited to the reserve instead of being 
reported as income. Financial statement presentation requires 
that the reserve be shown in the balance sheet as a deduction 
from the accounts and notes receivable to which it applies. 

Accounting theory would tend to offer greater justification 
for use of the reserve method, since that method has the effect 
of matching bad debt losses more closely with related revenues 
than does the specific charge-off method. Furthermore, balance 
sheet presentation is better, in that accounts receivable are less 
likely to be overstated. 





DONALD F. DVORAK, a CPA and 
graduate of the University of Chicago 
(A.B. and M.B.A. degrees) is a member 
of the Tax Department of Arthur Young 
& Company, Chicago, Ill. Prior to this 
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Winning Tax Savings from Bad Debts 


Deciding on how best to report 
bad debt losses in paying 
the federal income tax 


Perhaps the most difficult problem involved in the use of the 
reserve method is the computation of the estimate of bad debt 
losses relative to current revenues. Several methods are in use. 
One accounting text lists four as being representative.? They 
are as follows (italics supplied) : 


1. Application to net sales of a percentage based on the past 
relationship between experienced bad debts and net sales. 

2. Application to the total of the credit sales for the period 
of a percentage based on the past relationship between ex- 
perienced bad debts and credit sales. 

3. Application to the outstanding accounts receivable balance 
of a percentage based on the experienced past relationship be- 
tween bad debts and the end-of-the-period outstanding accounts 
receivable, 

4. Bringing the balance in the contra allowance account up 
to an amount equal to the results determined by analyzing the 
aged accounts receivable. 


From the viewpoint of good accounting theory, none of the 
above methods can be considered an absolute best answer to 
the problem. The first two emphasize the matching of loss 
against revenue and give the lesser consideration to the prob- 
lems of the balance sheet. Conversely, the last two tend to show 
a better picture of the collectibility of open accounts with a 
lesser regard for the income statement. These difficulties of 
estimating bad debts can only be resolved by analyzing the 
problems of a particular industry and company to determine 
which method is most adaptable to the objective situation. 


TAX CONSIDERATIONS 


Any study of the problems of the allowable tax deduction 
for business bad debts must also begin with the two methods of 
accounting discussed above, since they are prescribed by Act of 
Congress in Section 166 of the Internal Revenue Code. In an 
initial return, the taxpayer may elect to use either method, 
subject to the Commissioner's approval. Thereafter the same 
method must be used for subsequent years unless the Com- 
missioner’s permission to change is obtained, pursuant to the 
taxpayer's application. 

If the specific charge-off method is chosen for the initial 
return, a deduction may be taken for the amount of the adjusted 
basis of a bad account only in the year that the debt becomes 
wholly worthless or, when partially worthless, only to the extent 
charged off in that year. According to the regulations, worth- 
lessness is a fact which the taxpayer has the burden of proving 
from the surrounding circumstances. Worthlessness is evidenced, 
say the regulations, by the fact that legal action to obtain pay- 
ment would result in an uncollectible judgment. Settlement in 


* Various other descriptive titles are used and recommended for these 
methods, but for our purposes the above uses are sufficient. 

° Accountants’ Handbook, Fourth Edition, The Ronald Press Com- 
pany, 1956, Chapter 11, page 25. 
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bankruptcy may also indicate worthlessness, although worthless- 
ness can be determined before settlement in bankruptcy. 

Thus, the specific charge-off method can present certain 
difficulties in determining the precise year in which a debt be- 
comes wholly or partially worthless and thereby deductible. The 
taxpayer may protect himself against this problem by claiming 
a deduction in any year in which the debt could possibly be held 
to be worthless. Such claims can be made either by deducting 
the bad debt on the tax return or by filing a claim for refund 
within the special seven-year statute applicable to refund claims 
involving bad debts losses. In all cases, the books should reflect 
a charge-off in case the Treasury allows only a partial bad debt. 

If the taxpayer elects and the Commissioner approves the 
use of the reserve method on the initial return, the law allows, 
“within the discretion of the Commissioner, a deduction for a 
reasonable addition to the reserve for bad debts.” The con- 
trolling factor is not whether the additions to the reserve are 
sufficient to absorb the bad debt losses that might arise but 
whether the reserve itself is sufficient for that purpose. Gen- 
eraliy, the Commissioner will approve the use of the reserve 
method for “taxpayers having a large number of accounts 
where credit has been extended to cover a considerable period 
of time.” Approval “‘is not granted for the purpose of handling 
one specific bad debt.’’* 

As one would expect, the problem in utilizing the reserve 
method for tax purposes rests in the questions “What is a 
reasonable addition?’ and “Has the Commissioner properly 
used his discretion?” In both areas the ‘‘heavy burden”’ of proof 
is on the taxpayer since the Commissioner's determination is 
prima facie correct.t As to the first question, the regulations 
under the 1954 Code provide that a reasonable addition “shall 
be determined in the light of the facts—and will vary as be- 
tween classes of business and with conditions of business pros- 
perity. It will depend primarily upon the total amount of debts 
outstanding as of the close of the taxable year, including those 
arising currently as well as those arising in prior taxable years, 
and the total amount of the existing reserve. In case subsequent 
realizations upon outstanding debts prove to be more or less 
than estimated at the time of the creation of the existing reserve, 
the amount of the excess or inadequacy in the existing reserve 
should be reflected in the determination of the reasonable addi- 
tion necessary in the taxable year.’’® 
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THE BLACK MOTOR COMPANY DECISION 


Although the definition of the term “reasonable addition” 
provided by the proposed regulations is not precise, litigation 
on this issue adds some clarification. The leading case from 
which the Commissioner derives most of his practical criteria 
for judging the reasonableness of reserve additions involved 
the Black Motor Company, Inc. Here the Commissioner suc. 
cessfully disallowed $12,270 as an excess addition to the bad 
debt reserve for the year under review. The method of computa- 
tion he employed may be illustrated as follows: 




















December 31 
accounts Per cent 
and notes Net of 

Year receivable bad debts losses 
RD oiocce weiss disigcisiestas $105,082 $ 24,801 23.60 
DD <cictol Seater hehe raielonararerek 67,900 15,527 22.87 
SERS, ne ae 56,040 21,133 37.71 
OD ecccighitaitovetecatesete ets iets ¥ 71,119 27,477 38.63 
Dig os cd Se aeae sieretss 98,958 34,333 34.69 
6 (under review) ...... 174,021 60,920 35.01 
eee $573,120 $184,191 32.13 
Accounts and notes receivable December 31, 19-6 ..........6. $174,021 

Reserve balance as adjusted at December 31, 19-6 (32.13% of 
PMR a avin desinlea era wip 68: arainle ta aOR de sa SAO $ 65,913 
Add: Net losses charged to reserve for year ............ 60,920 
Tote (PGserve: TOGUINOMONE <6 6.565055 cecscwccateeene $116,833 

Deduct: Reserve balance at December 19-5 (assumed to be 
MAN OORSIOD = oo 15 6 Gisrs ose 9:0; svo.e.9:8- 08s arae ewaraWit era aa are Ee oie 37,500 
Allowable addition to reserve for year ............00200- $ 79,333 
Deduction Ar SMIUINCENOE 55 be5:5:0 8 65 5.6 ose 0:5 010,00 dao 91,603 
Excessive addition disallowed ...........ccccccccececees $ 12,270 
—EEas 


The Court stated in its opinion that the formula used in the 
Black Motor Company case was not a final answer as to what 
constituted a reasonable addition. It pointed out that “‘the test 
is whether the amount ultimately determined, regardless of 
formula, constituted a reasonable addition to the petitioner's 
reserve. What constitutes a reasonable addition will depend 
upon the facts and circumstances of the business engaged in 
with relation to general business conditions. A method or 
formula that produces a reasonable addition to a bad debt re- 
serve in one year, or a series of years, may be entirely out of tune 
with the circumstances for the year involved.” 

The Court enunciated a similar dictum in its decision on the 
S. W. Coe & Co. case,? but here it emphasized the taxpayer's 
burden of proof. The Commissioner had employed the Black 
Motor Company formula and the taxpayer argued that there was 
no justification in the statutes or regulations for controlling ad- 
ditions to a bad debt reserve “by a rigid arithmetic formula 
purely retrospect in its effect.” The taxpayer asserted that “the 
function of a reserve for bad debts is to protect against excessive 
losses in future depression years.” The Court in this decision 
agreed “that a slavish adherence to a formula might, under 
certain circumstances, result in an unreasonable addition to a 
bad debt reserve, or a failure to make any addition’; however, 
it concluded that this was not true here, since the taxpayer had 
failed to show the Commissioner’s computations to be unreason- 
able or an abuse of his discretion. Furthermore, the Court in- 
dicated that although it may be wise business management to 
accumulate surplus funds against future contingencies, such 
reserve additions were not contemplated by the statute and 
therefore ‘are not allowable as a deduction for a bad debt 
reserve.” 

In spite of the fact that the Black Motor Company formula 





° J.T. 1644; CB II-1, 99. 
* Maverick-Clarke Litho. Co., 50-1 USTC 19227. 
° Regulations 1.166-4. 

° Black Motor Company, Inc., 41 BTA 300. 

7S. W. Coe & Co., 54-2 USTC, 9667. 
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should not of itself provide the only answer as to what is a 
reasonable addition to a reserve for bad debts, the Commissioner 
and his agents have consistently employed it as a measuring 
stick in the vast majority of examinations concerning bad debt 
reserves. When significant variances between the taxpayer's 
computations and the formula exist, the agent will unquestion- 
ably attempt to disallow any deductions over the amounts 
computed by using the formula. The taxpayer will then have 
the rather difficult task of proving the results of the formula to 
be unreasonable and an abuse of the discretion of the Com- 
missioner. 

Thus it seems clear that the results of any method used by 
the taxpayer should be periodically tested against the results of 
the Commissioner's “measuring stick.” Large variances between 
the two methods must be discouraged unless unquestionably 
justified. 


ALLOWED FORMULAS FOR BANKS 


Under a series of rulings, the Commissioner has allowed 
commercial banks to use a special formula to compute additions 
to a reserve for bad debts. Mimeograph 6209 as extended by 
Revenue Ruling 54-148 allows the use of a 20-year moving 
average of the ratio of bad debt losses to year-end outstanding 
loans in computing the current year reserve addition. In no 
case, however, may the balance of the reserve exceed an amount 
which is three times the average annual addition. Thus, in prac- 
tice, the annual addition may be substantially limited or not 
allowed at all. 

For example, assume an average 20-year loss rate of nine- 
tenths of one per cent, current year-end loans outstanding of 
$1 million, an opening reserve balance of $30,000 and actual 
bad debts charged off of $2,000. The allowable addition in this 
example would be zero, computed as follows: 








Reserve limit (.9% x $1,000,000) x3 ........ $27,000 
Less: Opening balance of reserve ........... $30,000 
Current year charges ...........-.--- 2,000 

28,000 

PNR UONEEINS o c oieis cai ctaiele con Seco Welee« $ 0 


—_—_—_——_— 


Commercial banks may choose one of two periods over which 
the average loss ratio is to be computed. They may either select 
the 20 consecutive years ending with, and including, the cur- 
rent year; or, they may choose any 20 consecutive years begin- 
ning after 1927. If the bank was not in existence during the 
full 20 years, the Internal Revenue Service permits use of the 
loss experience of other banks based on Federal Reserve data. 


A SUGGESTED FORMULA 


As we have seen, most formulas in use today estimate an 
addition to the reserve for bad debts based on simple arithmeti- 
cal averaging techniques. Accordingly, these methods can give 
no special recognition to changing trends in bad debts. In our 
opinion, such recognition would be extremely meaningful, since 
the reserve addition for each year purports to be a forecast of 
uncollectibility. If we give the same emphasis to current as well 
as past year bad debt losses, we tend to assert a forecast of 
“no change.” 

One possible solution to this problem of forecasting would be 
the use of a weighted average. Here the more current years 
could be given larger weight factors while the earlier years 
would have less emphasis. The actual weights to be used in any 
given situation could not be suggested here except to the extent 
that they are the result of a well-planned objective analysis. 
However, we can illustrate the use of the technique with the 
facts given in the Black Motor Company case discussed above. 
For the purposes of this example, we will assume that the six 
yeats are given weights from six to one, respectively, with the 
latest year taking the largest weight factor. 







December 31 
accounts and notes 




















: receivable Net bad debts 
W eight - SEES AGA sO ee cee es 

Year factors Actual W eighted Actual Weighted 
19-1 1 $105,082 105,082 24,801 24,801 
19-2 a 67,900 135,800 15,527 31,054 
19-3 3 56,040 168,120 21,133 62,399 
19-4 4 71,119 284,476 27,477 109,908 
19-5 5 98,958 494,790 34,333 171,665 
19-6 6 174,021 1,044,126 60,920 366,520 

$573,120 2,232,394 184,191 766,347 
Six-year average ratio of losses to year-end receivables ........ 32.13% 





Six-year weighted average ratio of losses to year-end receivables 34.33% 





Increase of ratio by using weighted average ...........+e005 _ 2.20% 
Accounts and notes receivable, December 31, 19-6 ........-.+- $174,021 
Possible increase in addition to reserve ........cceeeeceeeees $ 3,828 





Although we know of no case where a weighted average 
method has been used either by the taxpayer or Commissioner, 
it is not inconceivable that an addition computed under this 
method would be allowed by the Commissioner. Certainly, it 
is similar to the formula presently employed by revenue agents 
in that it is based on the outstanding receivables at year-end. 
Moreover, it can be as beneficial to the Commissioner as to the 
taxpayer; for if the trend of bad debts is downward in current 
years, the weighted average ratio will be lower than a simple 
arithmetic average. For example, if in the above illustration the 
year 19-1 were the latest year and 19-6 the first year, the 
weighted average would be 24.76 per cent or 7.37 per cent be- 
low the arithmetic average. Because of this double-edged effect 
some taxpayers might prefer to ignore this method even if it 
were allowed, since the Commissioner would undoubtedly tre- 
quire that the taxpayer continue to use this method for all years. 
It should be noted here that if this method were approved, in 
the year of a change from the specific charge-off to the reserve 
method, the extra deduction discussed below might be signifi- 
cantly increased. 


CHANGING METHODS—ADVANTAGES 


A taxpayer using one method of accounting may frequently 
receive tax advantages by shifting to the other method. Usually 
this happens when the taxpayer changes from the specific 
charge-off to the reserve method. 

In order to make the change, it is necessary to request and 
receive permission from the Commissioner, but usually this 
does not present any particular problem. According to the latest 
available information,’ the requesting taxpayer need only send 
a letter to the Commissioner stating his name and address, the 
method of accounting employed, the method of deducting bad 
debts presently followed, the method to which the taxpayer 
desires to change and the year to which the new method will 
first apply.® 

A reason for the change is not absolutely required, but is 
clearly desirable. For example, two reasons that are used fre- 
quently to support requests for permission to change to the 
reserve method are as follows: 


1. Taxpayer desires to make the change so that income for 
federal income tax purposes may more closely conform to in- 
come as determined in the corporation’s accounts. 





5 Information based on several approved requests for changes occurring 
in 1958. 

° For taxable years beginning after December 31, 1959, the request 
must be filed within 90 days after the beginning of the year. For a 
fiscal year which ends in 1960 and began before December 31, 1959, 
the request must be filed 30 days in advance of the close of the year. 
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2. The change is requested because of changing economic 
conditions whereby large losses have been experienced in recent 
years, and more can be expected in the future. In view of the 
greatly enlarged potential loss possibilities in accounts receiv- 
able, taxpayer deems it necessary to change to the reserve method 
in order to reflect net taxable income properly by annual ac- 
counting periods. 


The facts necessary to substantiate the first of these reasons 
may be created by the taxpayer by simply establishing a book 
reserve that is not used for tax purposes. This may be wise tax 
planning for new corporations in anticipation of future change 
to the reserve method for tax purposes, for here they have a 
continuing reason supporting the change. 

A primary advantage accompanying a shift to the reserve 
method occurs in the year of change. Here the combination of 
the charge-offs for debts created in prior years and a reasonable 
addition to the newly created reserve will produce an abnormally 
large single deduction. In short, both the debts charged off plus 
a reasonable addition to the reserve will be deductible. The 
following example illustrates the computation of this unusual 
deduction. 

P Corporation uses the specific charge-off method to account 
for bad debts. For the present and preceding five years it sus- 
tained a total of $66,800 in net bad debts which was written 
off. The net bad debts for the current year was $6,400 and 
ending balance of trade accounts receivable is $250,000. A 
cumulative total of year-end accounts receivable balances for 
the last six years is $1.67 million. If the P Corporation shifts to 
the reserve method in the present year, it would be entitled to 
a year-end reserve balance of $10,000 and a total deduction of 
$16,400 computed as shown in next column. 

This special tax advantage exists, of course, in the initial year 
only and, although it may be considered a ‘‘distortion of the net 
income for the year,’’! it is in keeping with controlling legisla- 


WW. hh Rew a oe a: Ok 2 


i) 


Net bad debts (6 years) 


Total year-end balance of receivables (6 years) 


$1,670,000 


4% 
$ 250,000 


Current year-end balance of receivables 


Allowable reserve balance at year-end 
Add: Net bad debt losses written off 


Allowable addition to reserve and deduction for changeover year $ 16,400 


tion and rulings. Accordingly, auditors and management must 
be keenly aware of this possibility of tax savings for companies 
that are not on the reserve basis but do sustain consistently 
large bad debts each year. In our example, the P Corporation 
could ordinarily save $5,200 in taxes upon switching to the 
reserve method. 


DIVIDEND RECEIVED DEDUCTION 

There are situations when use of this first year extra deduction 
could result in more subtle and far-reaching tax advantages than 
a simple 52 per cent reduction of tax. One such ossibility in- 
volves the limitation on the 85 per cent dividend received 
deduction. 

Under Section 246 of the Code, a limitation applies to a 
dividend received deduction when 85 per cent of the taxable 
income is less than 85 per cent of the qualifying domestic divi- 
dends received by a corporation. In such a case the lesser figure 
must be used in computing taxable income and a valuable de. 
duction is lost. This limitation is subject to one exception; that 
is, no limitation will apply if removal of the limit serves either 
to create a net operating loss or increase an existing loss. Here, 
the extra deduction allowed in changing to the reserve method 


” Bennie Rudner, 47 BTA 35. 
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may serve as a device to avoid partial loss of a dividend received 
deduction. The following example illustrates this point: 
19-1 19-1 
With change to 
reserve method 


Taxable income (before dividends received 
deduction and reserve provision) $170,001 $170,001 
Reserve provision for bad debts (10,000) 


Taxable income (before dividends received 
deduction) $170,001 $160,001 
Domestic qualifying dividends received— 
$200,000 
Dividends received deduction: 
85% X $170,001 144,501 
85% X $200,000 170,000 


Taxable income (loss) $ 25,500 $ (9,999) 


Accordingly, prudent tax analysis could save the corporation 
$7,760 in taxes in the year of change to the reserve method. 
Furthermore, if the loss created by changing to the reserve 
method were carried back and a full 52 per cent tax refund 
realized, the total savings in tax would be $12,960 ($7,760 
plus $5,200). This tax savings would be almost 30 per cent 
more than the bad debt deduction itself, and again without the 
additional expenditure of any corporate funds. 


DISADVANTAGES OF THE RESERVE METHOD 

Although there is no outstanding disadvantage in using the 
reserve method, two situations come to mind when use of the 
reserve method may not be beneficial. First, the taxpayer must 
remember that when all reason for maintaining a bad debt re- 
serve ceases, the reserve then becomes an item of gross income. 
For example, when a taxpayer using the reserve method goes out 
of business, the amount of the reserve is probably includible as 


the tremendous grawth of Philco’s computer business, this huge 
jJern plant is devoted exclusively to research, engineering, 

ng and marketing of Philco Electronic Data Processing Systems. 
nearly a quarter-million square feet of floor space, it is head- 

1 Staff of more than 1200 electronic-scientists, engineers and 
ians. Fully-equipped with the most advanced research, 
juction facilities; manned by the leading scientific skills in 
it is the nation’s outstanding computer plant. This new 
ter will enable Philco to keep pace with the rapidly expanding 
Justry, government and science for the Philco 2000 Large- 
essing System. You are cordially invited to visit the new 
r Center and see the Philco 2000 in operation. 








income on the final return.!! Secondly, if the taxpayer attempts 
to return from the reserve method to the specific charge-off 
method, the Commissioner has ruled that as a condition to the 
right to make the change, the taxpayer must include in gross 
income an amount equal to the reserve for bad debts as of the 
end of the year previous to the one in which a change occurs.!* 


THE CONTROLLER’S TASK 

In view of the opportunities for tax savings, both in the year 
of a change to the reserve method and in the mere avoidance of 
disallowances of bad debt deductions, the controller should 
remain alert to vital tax considerations when reviewing the ac- 
counting for bad debt losses. In a typical case, he should: 


1. Know which method of accounting for bad debts is in use. 

2. Determine the bad debt experience of the corporation for 
the last six years. 

3. If the corporation uses the specific charge-off method, 
consider changing to the reserve method, and thereby reap a 
permanent tax savings. 

i. If the corporation uses the reserve method, test the de- 
sired addition in any given year against the addition allowable 
under the Black Motor Company formula. If the formula results 
in a significantly lower addition than otherwise desired, use the 
higher figure as an addition only if it can be justified by other 
analytical techniques. If, however, the results of the formula 
computations indicate a greater addition than otherwise con- 
templated, consider increasing the amount of the addition to 
that allowed by the formula. 


The above is a minimum list of tax considerations of which 
the controller should be aware. Certainly anything less over- 
looks the critical interrelationship of bad debts and taxes. 


4 Rev. Rul. 57-482, 1957-2, CB 49. 
2 IT 2348, CB VI-1, p. 67, modified by IT 1744, CB II-2, p. 179. 
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R. B. Curry 


Vice President and Comptroller 
Southern Railway System 
Washington, D. C. 


N THE LAST HALF DOZEN YEARS, the 


electronic computer has come to com- 
merce from its former exclusive province 
of scientific and military utilization. In 
this period, management effort, totaling 
thousands of man-years, has been ex- 
pended in the application of this new 
tool to a multiplicity of complex as well 
as routine tasks in diversified business 
fields, including most notably manufac- 
turing, insurance, public utilities and 
transportation. The time and attention of 
corporate officers has been necessarily 
focused on the cost and the direction of 
this development. 

Responsively and simultaneously as 
this development was occurring, Con- 


EDP from “Shake-down” to “Pay-off” 


trollers Institute, through its Research 
Foundation, published studies, reports 
and other informative materials as to its 
progress. Most lately the Institute has 
published a synthesis of the knowledge 
gained by the companies earliest in elec- 
tronic data processing, to enable their 
experiences to serve as a guide for others 
presently concerned with ‘‘first steps.” 
This text,* prepared by the staff members 
of Price Waterhouse & Co., is primarily 
for those assigned the decision-making in 





* Business Experience with Electronic Com- 
puters, B. Conway, J. Gibbons, and D. E. 
Watts. Controllers Institute Research Founda- 
tion, Inc., Two Park Avenue, New York 16, 
N. Y. $5.00. 
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the acquisition of a computer and for 
those responsible for putting an EDP 
system ‘‘on the air,” and keeping it there. 

The authors followed a scientific course 
and achieved a scholarly result. Taking 
the experiences of a necessarily limited 
number of companies and drawing on ex- 
periences of their staff members, they ac- 
cumulated examples and weighed evi- 
dence, sounded out the veterans (if six 
years make a veteran), and came up with 
a comprehensive and analytical coverage 
of the problem areas in converting busi- 
ness procedures and clerical work into 
computer processing. 

The book is distinctive in that it is not 
a theoretical treatment of EDP as have 
been so many writings. Moreover it is 
based upon a composite of the cumulative 
experience of people having actually in- 
stalled and directed commercial computer 
systems through the ‘“‘shake-down” stage 
and into “pay-off” operations. They have 
avoided the company case method with 
its inherent faults of generalization from 
the particular. It is highly recommended 
as an authentic, informative and extremely 
readable text. 

The central theme of the text is “What 
has been learned?” and the phrase aptly 
precedes chapter headings which are: 


What has been learned about 
Making the decision 
Preparing for and introducing elec- 
tronic equipment 
Company education and_ the 
company programming group 
Development of the application 
and conversion from prior 
methods 
Operating electronic equipment 
Relations with the manufacturer 


The concluding section—some unte- 
solved matters and some thoughts on the 
next five years—introduces an element of 
timeliness which makes the text valuable 
to those already converted to EDP as well 
as those just starting. 

The book will be appreciated by earlier 
computer users for its presentation of 
concrete experiences in 


Up-grading EDP equipment 
The transition problems in mov- 
ing to computers of greater 
capacity 
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Up-grading and up-dating EDP pro- 
grams 
Problems of adopting newer 
techniques in automatic cod- 
ing; problems in maintenance 
programming; alternate pos- 
sibilities in organization; as- 
signing and supervising pro- 
grammers 


Only at infrequent intervals would one 
say that the computer jargon becomes too 
technical and never for so long that the 
generalist can not follow. 

Costs and relative merits of specific 
equipment are gratifyingly missing, but 
the aspects of equipment selection are 
well covered. While relatively slight con- 
cern has been given to selection and prep- 
aration of a computer site, principal 
hases of installing an EDP system have 
Se presented. 

In any such presentation, there are 
propositions stated and conclusions drawn 
with which issue can be rightly taken. 
This reviewer would have several basic 
disagreements. For example, he would 
have been happier with greater recogni- 
tion of the personal equation. Here the 
personal factor, as such, has not been 
recognized except indirectly in the con- 
tinued emphasis that success or failure 
depends on correct decisions and ade- 
quate planning. While factors other than 
leadership and supervision are involved, 
the difference between computer success 
and otherwise has been recently described 
—‘For one user it will perform wonders, 
for another it may not even pay for its 
keep. Everything depends on how skill- 
fully it is used.” “The War of Com- 
puters” by Frank Bello. (Fortune, Oc- 
tober 1959.) 

On a number of less fundamental ques- 
tions one could differ from the reporting 
or conclusions; for instance, it can be 
shown that companies can and have de- 
veloped programming proficiencies on 
their staffs equal or comparable to the 
professional attainment of the program- 
ming group of the manufacturer. 

Veterans will have their particular and 
healthy differences of opinion with the 
authors and with the reviewer, but will 
agree that the book is an erudite and 
encyclopedic exposition of the subject 
as stated. Some may be critical of the 
detail. However, this is an informative 
reference text bordering on the handbook 
category, and while some have been quite 
successful with much less detailed plan- 

ning than suggested, minute attention to 
detail may well mean the difference be- 
tween success and failure for others. 

Bookshelves now bulge with material 
on the subject of EDP but few have 
achieved the status warranted by the 
authentic content of this book. Control- 
lers Institute should provide for con- 
tinued revision and up-dating as a stand- 
ard reference, 
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Savings are automatic, too 
with 
‘“AUTOMATABELS' 


Start saving up to 10% right now with 
Ever Ready’s new pin-feed automatic 
labels. These amazingly inexpensive 
‘“‘Automatabels” have refashioned auto- 
matic labeling and proved a consider- 
able savings for banks, insurance firms, 
schools, government agencies and vir- 
tually every type of business. In three 
sizes, thrifty ‘““Automatabels” will op- 
erate smoothly and effectively in every 
business machine with a pin-feed platen 
or tractor feed, and in addition, are 
used extensively in convenient roll form 





for all platen feed typewriters. 

‘‘Automatabels” are pressure sensitive 
and will adhere to almost anything. 
Their adhesive provides a smooth- 
as-glass surface when applied to tabu- 
lator cards, assuring perfect operation. 
Ever Ready’s 50 years of label experi- 
ence guarantees the finest quality at 
quantity prices. Send coupon below 
today for more detailed information 
on “Automatabels” and Ever Ready’s 
Label Idea Kit. ““Automatabels” come 
in roll form and fanfolded packs. 
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| OeSeVvVeER READY LABEL | 
ci CORPORATION 

| {LABELS} 357 Cortlandt Street + Belleville 9, New Jersey 
leaders in label printing for almost half a century. | 
| Mr. Theodore E. Lash | 
| Comptroller | 
| [_] Please send me detailed information regarding ‘‘Automatabels."’ | 
[-] Please send me actual samples of your ‘‘Automatabels.”’ 
| [_] Please send me Ever Ready’s Label Idea Kit. | 
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CLASSROOM PRESENTATIONS ARE 
REVIEWED OVER EVENING COFFEE. 


eee 


RELAXATION IS ON THE AGENDA, TOO. STUDENTS APPLY WHAT THEY HAVE 
SKITTLES IS ONE POPULAR ACTIVITY. LEARNED IN CLASS. 























(43rd customer executive 
attends IBM school 


busy executives recently invested a 
kto learn how their IBM systems could 
even more time and money. 


course was the 2000th in a series of 
utive Courses which are given on a 
round basis at Endicott and Poughkeep- 
ew York, and San Jose, California. In 
ion, over 100,000 customers’ operating 
mnel were trained during 1959 in IBM 
ation Centers located in major U.S. cities. 


M Balanced Data Processing means serv- 
4% well as machines. Extensive and com- 
msive customer education programs are 


lal part of this IBM service. 


NCED DATA PROCESSING 














SS ee 





LEARNING CONTINUES AFTER CLASS THROUGH INFORMAL 
DISCUSSIONS AT THE IBM HOMESTEAD. 





ONTROLLERS and advertising man- 
& agers in nearly all companies face 
this problem: How can we keep track of 
expenditures, month by month, and by 
the various categories, in the advertising 
department? Total advertising expendi- 
tures are large but individual items in 
this budget are comparatively small. For 
this reason, time-consuming recordkeep- 
ing is required to supply company execu- 
tives periodically with indispensable tre- 
ports on advertising expenditures. 


* * * 


Up to 1955, Royal McBee was some- 
what in the situation of a preacher who 
does not follow his own preaching. For 
a major function of Royal McBee’s Ad- 
vertising Department has been to urge 
American business to use Keysort cards 
to process data on various aspects of Op- 
erations. At the same time, ironically, 
Royal McBee did not use Keysort cards 
for its own processing of advertising ex- 
penditures. 

But approximately five years ago, it 
occurred to someone at Royal McBee 
that the Keysort system could be utilized 
advantageously in controlling the adver- 
tising budget. So it has proved. The con- 
trol operation was entrusted to an adver- 
tising assistant whose function is to 
maintain the advertising budget control 
system. The advertising budget is broken 
down to two major divisions: Typewriter 
and the data-processing division. 

In the typewriter division advertising 
budget, expenses are allocated to the 
following departments: Standard type- 
writer, electrical typewriter, portable, 
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Taming the Advertising Budget 


typewriter supplies, and two school de- 
partments. In the other division, data 
processing, advertising expenditures are 
allocated to these two departments: Key- 
sort and the LGP-30 electronic computer. 
For each product a budget has been set 
up for all expenses. Thus, in a typical 
budget, funds are allocated for such ex- 
penses as art and mechanical, TV com- 
mercials, display, literature, publicity, and 
many other categories. 


THE BREAKDOWN OF SPENDING 

Each month, the advertising assistant 
prepares a report which shows, for each 
product, a breakdown of spending by ex- 
pense category. To facilitate the making 
of meaningful comparisons, this report 
shows, for each category, the appropria- 
tion, expense year to date, spending in the 
latest month, open commitments, and the 
balance of the appropriation that is still 
available for spending. By “open com- 
mitment” is meant the money that is be- 
ing spent on advertising activities that 
have been ordered but are not yet com- 
pleted or paid for. But, of course, this 
money has already been set aside and is 
no longer available for future spending. 

Until the current system was adopted 
by the Advertising Department, the prep- 
aration of these monthly reports was ex- 
tremely difficult. The segregation of ex- 
pense items by the various categories 
appearing in the two advertising budgets 
required endless hours. The advertising 
manager could not readily obtain special 
reports during the month which showed 
the status of the budget for specific ex- 
pense categories. 


Technical 
Sessions 


pany. 
Duties of the Controller. 


rector, 
search Foundation. 


Hamilton Shea, President, 


Office Automation. 


mation Consultants, Inc. 






Appraising Executive Performance. 
John Tomb, McKinsey & Com- 


W. Joseph Littlefield, Research Di- 
Controllers Institute Re- 


Opportunities for the Controller. 
Shen- 
andoah Valley Broadcasting Corp. 


R. Hunt Brown, President, Auto- 


CIA. 
Control Admin. Round Table. 


KENTUCKY HOTEL, LOUISVILLE, KENTUCKY 


Special 

Meetings 

North Central Area Operations 
Committee. 

Annual Business Meeting, 


A way to keep track of 
$3 million in small outlays 


THE PUNCHED CARD SYSTEM 


The installation of the punched-card 
system has simplified this entire task. At 
present, the cards are used to record the 
pertinent information on all advertising 
jobs. Each department as well as each 
type of expense has its own code symbol. 
When an expense is to be charged to dis. 
play, for example, the hole representing 
“2A” is notched. Thus, subsequently, jf 
the advertising assistant wants to get the 
total of expenditures for display during 
the month just ended all he has to do is 
to insert the stylus, or sorting needle, into 
a batch of cards. All cards that are 
notched in the corresponding hole will 
fall away from the stylus. 

The first step in this system is to give 
a number to each job. The production 
manager of the advertising department 
asks the assistant for a job number when 
he is initiating a project. This number is 
notched on the card. The necessary in- 
formation is pencilled on the card b 
the production manager. He also fills out, 
in pencil, a blue order form. The card 
and the blue form are turned over to the 
advertising assistant who sends the latter 
to the Accounting Department at the 
firm’s headquarters where the information 
is typed in. The blue form is returned to 
the Advertising Department. A blue form 
is sent to the supplier or vendor. 

Cards representing the purchase of 
space are not given job numbers because 
of the frequent changes in schedules. 
Instead, the two advertising agencies 
handling the various products prepare 
schedules of advertising which are okayed 
by the director of advertising. 


Concurrent Work 
Session Seminars 


Cost Control and Budgeting. 

W. A. Crichley, Controller, Dia- 
mond Alkali Co.; A. W. Hughes, 
Comptroller, Rheem Manufactur- 
ing Co.; Charles P. Reynolds, Jr., 
V.P.-Admin., Trailmobile, Inc. 
Long-Term Planning. 

E. M. Karrmann, Treasurer & 
Controller, American United Life 
Insurance Co.; J. F. Lillis, Vice 
President & Comptroller, Interna- 
tional Telephone & Telegraph Co.; 
Paul L. Smith, Secretary-Treasurer, 
The Bullard Co. 


Blue Grass 

Entertainment 

Races at Churchill Downs. 
Visits to famous farms. 
Reception for members. 
Buffet and entertainment. 


THE CONTROLLER * MAY, 1960 











of 
utlays 


=d-card 
isk. At 
rd the 
rtising 
s each 
ymbol. 
to dis- 
senting 
itly, if 
vet the 
during 
) do ts 
le, into 
at are 
le will 


(0 give 
luction 
rtment 
- when 
aber is 
uty in- 
atd by 
Is out, 
e card 
to the 
> latter 
at the 
mation 
ned to 
e form 


ase of 
ecause 
edules. 
pencies 
repare 
okayed 


, Dia- 
‘ughes, 
factur- 
ls, IJr., 


Cc. 


rer & 
d Life 
, Vice 
iterna- 
h Co.; 


asurer, 








The advertising assistant notches the 


cards in the appropriate categories. All 
cards are handled in numerical sequence 
except, of course, the space cards which 
are kept together in a group. After the 
job has been completed and the bill from 
the supplier has been received, the job 
number is written on the bill. The assistant 
notches the ‘‘paid” hole on the card rep- 
resenting the particular job. The blue 
form is attached to the invoice which is 
approved by the advertising assistant. 
These papers are then routed to the di- 
rector of advertising who okays them for 
payment by the Accounting Department. 
The punched card, which remains with 
the advertising assistant, is then placed 
by him in the “current month”’ file. 

As stated earlier, a total of expendi- 
tures for each category and department is 
prepared at the end of the month by the 
advertising assistant. All cards for each 
department are classified by expense cate- 
gory and totals for each expense category 
ate run on the adding machine. The re- 
ports are then submitted to sales depart- 
ment executives. 

To make certain that his reports are 
correct, the assistant checks the accuracy 
of his reports every two or three months. 
In this way, he attempts to achieve a rec- 
onciliation of the various figures in the 
reports. 


A BY-PRODUCT 

As a by-product of the budget controls, 
there are a number of other advantages 
derived from the operation of this sys- 
tem. For example, if the firm doing art 
work for a brochure calls to find out why 
it has not received payment, the adver- 
tising assistant looks up the blue order 
form and checks the purchase order num- 
ber. He also determines whether he has 
okayed the particular job for payment. 

All pieces of advertising literature have 
the code number on the last page. If, 
for example, the advertising department 
wants to reprint the brochure, the card 
telating to the particular job is quickly 
located. Vendor, purchase order number, 
and other pertinent data are ascertained 
from the card. This information is useful 
in negotiating for the reorder of the job. 

According to the advertising manager, 
the budget control system has proved to 
be of great value in checking advertising 
expenditures for the various categories 
and departments. ‘Without this pro- 
cedure,” he declared, ‘“‘we were unable 
to learn promptly what the status of the 
budget was. Previously, it was difficult to 
keep track of a $3 million advertising 
budget. I wonder what companies with 
larger budgets do if they don’t have a 
system similar to our procedure in con- 
trolling advertising expenditures.” 
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CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CONTROL- 
LER, Two Park Avenue, New York 16, N. Y., before the 
first of the month to affect the following month’s issue. For 
instance, if you desire the address changed for your July 
issue, we should be notified of your new address before 
June 1. Be sure to include your postal zone as well as your 
old and new address. 
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relay this information, via bulletin, to all our correspondents in North America 
and overseas. This means that you are fully protected against loss or possible 
unwarranted withdrawal of company funds. It further means the tightest pos- 
sible control for reimbursement of travel expenses yet devised. 


If your present system, or any other system under consideration does 
not give you this protection and contro!, you should investigate The 


Traveletter System immediately. Trave let ter 


.. Modern System for Handling and 
Controlling Travel Expenses Since 1894 
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THE RED EXECUTIVE* 
by David Granick 





Reviewed by HERMAN W. STEIN 
Vice president and controller 

A. C. Nielsen Company 
Chicago, Ill. 


How much do we really know about 
the present status of industrial develop- 
ment in the Soviet Union? 

To what extent is our current image of 
the Soviet competitive threat distorted 
by long-standing impressions of Russian 
backwardness, and perhaps even more 
significantly, by our innate objections to 
its political philosophy and its accompany- 
mg excesses? 

Developments of recent years suggest 
that a factual appraisal of the Russian in- 
dustrial scene is essential for those con- 
cerned with our own industrial progress. 

Are these developments lucky “stabs in 
the dark” or do they portend a trend? If 
the latter, where does the trend lead and 
how does it compare with our own? 

Such a study should be undertaken 
unemotionally and with the utmost ob- 
jectivity. This is what the author seems 
to have set out to do in this book. 

Dr. Granick is currently completing a 
year at the University of Glasgow, on a 
Fulbright grant, and will become asso- 
ciate professor of Economics at the Uni- 
versity of Wisconsin this fall. His work 
in the field of Soviet economics and man- 
agement has been widely recognized. It 
gave him unique preparation for his visit 
to the U.S.S.R. in the summer of 1958 
for firsthand observations with which to 
complete the thorough research on which 


* Published by Doubleday & Co., Inc., Gar- 
den City, N. Y. $4.50. 
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the book is based. This reviewer has 
found nothing in Dr. Granick’s observa- 
tions that is in any way at odds with his 
own, admittedly much more limited, ob- 
servations in a recent tour of nearly a 
month in the U.S.S.R. 

The book is very well structured, both 
for consecutive reading as well as for 
reference in connection with subsequent 
reading on related subjects. Included are 
such intriguing chapter heads as: 

TRUTHS AND CANARDS 

COLLEGE EDUCATION 

STANDARD OF LIVING 


BUREAUCRACY AND How To LIVE 
WITH IT 

STOCKHOLDERS AND THE COMMUNIST 
PARTY 


RUNNING THE FACTORY 
ECONOMIC COMPETITION 
RATE OF GROWTH, etc. 


Basic to remember in any consideration 
of Russian industry is that the Communist 
party (representing the people) is the 
owner of all enterprise and the party 
presumably does represent the people, al- 
though out of a population total of some 
200 million people, only about eight mil- 
lion are members of the Communist party. 
One of the author's arresting comparisons 
is given in a chart labeled “Levels of 
Power.” Therein he depicts the party 
members as the counterpart of the stock- 
holders in our corporations. The Presid- 
ium, consisting of 14 members with 
Khrushchev as chairman, is the top eche- 
lon of authority, the counterpart of our 
board of directors. Our chief executive 
officers are shown on the same level as 
the Council of Ministers in the Soviet. 

Soviet industrial enterprises have a 
plant manager and what by our standards 
would be a normal complement of top-, 
intermediate-, and lower-level manage- 
ment and supervisory personnel—both 
line and staff. It is interesting, but not 
surprising, to note the similarity of the 
organization structure under the two sys- 
tems. The one great difference is the 
presence of the party functionary at each 
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of the various executive levels, to make 
certain that all decisions are made in cop. 
formity with the owners’ (the party's) 
policies and interests. By our standards, 
this would be considered interference of 
the worst order. However, the author ex. 
plains this surprising collaboration by 
pointing out that nearly all managers, 
high and low, are party members. This 
means that they are presumably in full 
accord with the party’s aims and philoso. 
phy. 
Dr. Granick gives us a thorough look 
at the Russian manager’s background, 
training and performance. The role. 
tariat has been expanded, he says, to in- 
clude managers and artists, and to bring 
them under the tent of respectability. 
Despite all the pious lip service to 
“equality,” there seems abundant evidence 
of increasing recognition that ‘‘some 
people are more equal than others.” 
Statistical evidence is cited to show an 
amazing similarity in the pattern of class 
mobility—U.S.S.R. versus U.S. So per- 
haps we needn’t hide in shame after all 
when we're charged with “class rigidity.” 
Nature seems to have a way of reassert. 
ing itself despite ideological pressures. 
Or, as the author says, ‘Necessity in Rus- 
sia, as in the U.S., seems to dictate pol- 
icy. 

In the much discussed field of educa- 
tion, the Soviet manager would seem to 
have the edge on us. Over 95 per cent are 
college graduates against 56 per cent in 
the United States. However, the author 
marshals some interesting statistics in- 
dicating that a large proportion of our 
enterprises managed by noncollege gradu- 
ates are turning in an above-average per- 
formance. He suggests that our over-all 
progress would suffer if we deprived our- 
selves of the resourcefulness and ingenuity 
of our noncollege-trained managers. 

Now, how about incentives? Why be 
a manager in the Soviet with all the 
worries and frustrations that always ac- 
company executive responsibility, in ad- 
dition to the perils of political pitfalls, if 
you end up with the same pay check as 
the carefree worker? 

Well, regardless of what Mr. Marx 
may have had in mind, there are potent 
incentives in the Soviet today of a very 
high order. These include salary differ- 
entials ranging from a basic average of 
800 rubles per month for the workers to 
a maximum of 4,000 rubles for executives 
and top-party functionaries. In addition, 
there are bonuses which can reach amounts 
equal to the salary payments at all levels. 
Conversion of these figures to dollars 
may be misleading since there are nu- 
merous arbitrary rates, ranging from fout 
rubles to 10 rubles per dollar. Tax rates 
are very low. ‘‘Status’’ is a very important 
incentive to the Soviet citizen—as it 's 
everywhere else. There are also other 
amenities, such as preferred housing al 
locations, use of a car, etc. Opportunity 
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for advancement is always a spur to 
greater effort, €.g., to exceeding quotas. 
The one important incentive which is 
absent in the Soviet economy is the priv- 
ilege of passing one’s accumulations on 
to one’s children. There is absolutely no 
inheritance in the Communist state. This 
does not mean, however, that a well- 
laced executive is without influence in 
behalf of his son. Human ambitions and 
frailties have apparently not abdicated in 
the workers’ paradise! 

The attaining, or preferably the ex- 
ceeding, of production goals is the con- 
sant and highest aim of Soviet manage- 
ment and party hierarchy at all levels. It 
is prime basis for evaluating performance 
and, consequently, for the allocation of 
the much-sought-after bonuses. Much to 
the dismay of the reader of this book 
who happens to be a financial executive, 
the meeting of financial budgets is of a 
much lower order of importance. 

Replacement of the market place by 
the planning commission is the very heart 
of the economic differences between com- 
munism and the free enterprise system. 
Dr. Granick is at his best in tracing the 
workings of this omniscient body down 
through the various levels of Soviet in- 
dustrial operations. It is a description of 
bureaucracy at its ultimate. To those of us 
schooled in the rigors of the price econ- 
omy—with all its ruthlessness and short- 
comings—it seems almost a miracle that 
anything short of chaos could emerge. 
No doubt the experiment has been greatly 
helped by such factors as a very sub- 
servient, but innately intelligent and virile 
people, an intense desire to catch up, and 
an almost fanatic devotion to Mother 
Russia. 

What is the likelihood of any of these 
factors being less potent with the passage 
of time? And what is the likelihood of 
the emergence of a more sophisticated 
managerial class that might graduall) 
bring about a more rational and conserva- 
tive trend in Russia's political posture on 
the international scene? 

Dr. Granick is less hopeful for this 
evolution than one might expect, without 
benefit of his analysis. He feels the mo- 
mentum of this experiment will carry it 
considerably further, but makes it clear 
that to carry on it needs peace above all 
else. 

Summing up, the author's principal 
objective in this book is to make a com- 
parison of the quality and motivations of 
the managerial personnel in the two coun- 
ties and their respective problems, re- 
wards and operating methods. He does 
this ably and thoroughly, but, after all is 
said and done, he gives neither side a 
winning score. Perhaps this is intentional. 
Maybe he wants us to see that any minor 
net advantage accruing to either side at 
this Stage is inconsequential compared to 
the startling fact that Soviet industry, in 
such an unbelievably short space of time, 
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is eligible for consideration in such a 
comparison. 

The Red Executive is a readable, in- 
formative and competently written work. 
Since the better informed we are about 
our competition, the more effective our 
planning will be, perhaps it would be a 
good idea to read this book! 


PRINCIPLES OF ENGINEERING 
EcoNoMyY* 


By Eugene L. Grant and 
W. Grant Ireson 


In the Preface to this completely re- 
vised fourth edition, the authors state 
that this “is a book about a particular 
type of decision-making. It explains the 
principles and techniques needed for 





making decisions about the acquisition 
and retirement of capital goods by indus- 
try and government.” 

The two fundamental points stressed 
throughout are (1) only prospective dif- 
ferences between alternatives are relevant; 
and (2) a proposed investment in capital 
goods should provide a financial return 
commensurate with the risk and with 
returns obtainable from other opportuni- 
ties for the investment of limited funds. 

The book is divided into three parts: 
Planning Economy Studies for Decision- 
Making; Interest—The Time Element in 
Economy; and Techniques for Economy 
Studies. 


*Pyblished by The Ronald Press Co., 15 
East 26th St., New York 10, N. Y. $8.00. 





subject of discussion . . 


“Accounting Guide For Defense 


Clearing House, Inc. 


At last we have a monthly publication presenting analyses and interpreta- 
tions of latest developments in the military contract field . . 
. complete meaningful and practical analysis 
together with valuable comparisons of revised cost principles to ASPR. 


“ADMINISTRATIVE AND 
ACCOUNTING GUIDE FOR 
DEFENSE CONTRACTS’ 


Edited by Paul M. Trueger with Department of Defense contracts for over 
18 years and who specializes in accounting and administrative services to 
firms performing under Army, Navy 
Contracts”, 


. current 


contracts. Author, 
by Commerce 


Force 
published 


and Air 





The Guide is different from any other publication in its field. The Guide, 
with advantages of a staff immediately and extensively experienced in its 
field, carefully analyzes and interprets the significance of current develop- 
ments to the reader. We are in position to present the current develop- 
ments not as isolated events, but in terms of present experiences and their 
relationship, patterns and trends over the years. It is the identification, 
explanation and interpretation that makes the difference between news 
tidbits and meaningful, constructive information. 

The Guide reports on, analyzes and interprets current developments by 
specialists in the field relating to Renegotiation, Termination, Defense 
Contract Awards, Defense Contract Pricing and Repricing, Defense Contract 
Administration, Decisions by Boards, Courts, etc. 

Important to all defense contractors and subcontractors, firms interested 
in obtaining, administering and processing contracts and subcontracts, and 
to accountants and attorneys who are called upon to service such firms. 


“ADMINISTRATIVE & ACCOUNTING GUIDE FOR DEFENSE 
CONTRACTS,” 160 B’way, N. Y. 38 


[] Please enter 
my subscrip- 
tion for 12 
issues at $50 
per year. 
Please send 
sample copy 
of guide. 















HE ACCOUNTING RESEARCH DIVISION 

of the American Institute of Certified 
Public Accountants is beginning an in- 
vestigation of a number of topics. It is 
expected that the results of the research 
will be published as ‘accounting research 
studies” by the Director of Accounting 
Research, and will form the basis of for- 
mal pronouncements by the Accounting 
Principles Board. Anyone interested in 
submitting comments, suggestions, or 
other material for the use of the research 
staff is invited and urged to do so.* The 
projects now under way are as follows: 


Basic Postulates and 
Broad Principles of Accounting 

The report of the special committee on 
research program, which was approved by 
the Council of the American Institute in 
April 1959, contained the following com- 
ments on this project: 

An immediate project of the account- 
ing research staff should be a study of the 
basic postulates underlying accounting 
principles generally, and the preparation 
of a brief statement thereof. . . . Postu- 
lates are few in number and are the basic 
assumptions on which principles rest. 
They necessarily are derived from the 
economic and political environment and 
from the modes of thought and customs 


* Advance notice of the intent to participate 
in the projects in this way will be appreciated. 
All correspondence relating to the studies 
should be addressed to Perry Mason, acting 
director of Accounting Research, American In- 
stitute of Certified Public Accountants, 270 
Madison Avenue, New York 16, N. Y. 









60 East 42nd Street 
New York 17, New York 
Oxford 7-7654 





AICPA Seeks Comment on Studies Just Begun 


TO AUTOMATE 
OR NOT TO 
AUTOMATE? 


The Frank M. Knox Company will show you how to make all 
necessary preparation for automation—if, in fact, you need 
automation. If you do not need automation, the same prepara- 
tory analysis will help you clear up present problems—reduce 
your costs, stimulate the efficiency of your paperwork and put 
you in permanent, effective control of your office costs. 


THE FRANK M. KNOX COMPANY, INC. 


MANAGEMENT CONSULTANTS 





of all segments of the business commu- 
nity. The profession, however, should 
make clear its understanding and inter- 
pretation of what they are, to provide a 
meaningful foundation for the formula- 
tion of principles and development of 
rules or other guides for the application 
of principles in specific situations. Also, 
the AICPA should encourage cooperative 
study with other representative groups to 
determine that its understanding and in- 
terpretation of the postulates are valid 
and to provide a forum which will com- 
mand sufficient respect to bring about a 
change in the postulates when any of 
them become outmoded. 

There should be also a study of the 
broad principles of accounting, and the 
preparation of a reasonably condensed 
statement thereof, similar in scope to the 
statements of the American Accounting 
Association. The results of these, as 
adopted by the [Accounting Principles] 
Board, should serve as the foundation for 
the entire body of future pronouncements 
by AICPA on accounting matters, to 
which each new release should be re- 
lated. 

This project will be under the direc- 
tion of Professor Maurice Moonitz of the 
University of California at Berkeley. 


Accounting for Income Taxes 

A pronouncement on this subject was 
made by the committee on accounting 
procedure in Chapter 10(b) (Income 
Taxes) of Accounting Research Bulletin 
No. 43, and recommendations on various 
phases of the problem were made in 











1009 Rockwell Avenue 
Cleveland 14, Ohio 
Tower 1-1033 





























Chapters 9(c) (Emergency Facilities) 
and 15 (Unamortized Discounts . . . op 
Bonds Refunded) of Bulletin No. 43, 
and in Accounting Research Bulletins 
Nos. 44 and 44 Revised, and No. 51, 
Consolidated Financial Statements. 

Particular attention will be paid to the 
problems of income tax allocation among 
accounting periods where certain trans. 
actions reported on the income tax te. 
turn are reflected in an earlier or later 
period on the financial statements. The 
study will include the treatment of loss 
years, allocation among sections of the f.- 
nancial statements, the handling of net 
operating loss carryback and carryforward 
adjustments, and other related problems, 

This project will be under the specific 
direction of Professor Homer A. Black 
of Florida State University. 


Accounting for Leases 

A pronouncement on this subject was 
made by the committee on accounting 
procedure in Chapter 14 of Accounting 
Research Bulletin No. 43. Disclosure of 
Long-term Leases in Financial Statements 
of Lessees, and the provisions of this 
bulletin will be reviewed as a part of the 
new study. 

Particular attention will be paid to the 
problems associated with the increased 
use of equipment leases and of sale-and- 
lease-back arrangements, and to the 
possibility of capitalizing future rental 
payments for financial statement pur- 
poses. The matter will be considered pa 
the standpoints of both the lessee and 
the lessor. 

This project will be under the specific 
direction of Professor John H. Myers of 
Northwestern University. 


Business Combinations 

A pronouncement on this subject was 
made by the committee on accounting 
procedure in Accounting Research Bulle- 
tin No. 48 and the provisions of this 
bulletin will be reviewed as a part of the 
new study. 

Particular attention will be paid to the 
“pooling-of-interests’” approach to the 
problem and a survey will be made of 
the experience with this type of com- 
bination in recent years. 

This project will be under the specific 
direction of Professor Arthur R. Wyatt 
of the University of Illinois. 





A NEW APPROACH TO 


BUDGETING 
Write for Information 


McCORMICK & COMPANY 


Consulting Engineers 
Park Building Yonkers, N. Y- 
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Sey Caer ee 


Bridgeport, Comm. \\EFT ABOVE) 


One of the highlights of the Bridge- 
port Control’s Education Night, held 
March 2, 1960, was the presentation of 
1958 and 1959 bound volumes of THE 
CONTROLLER to the Bridgeport Univer- 
sity Library and a subscription to the 
magazine for the current year. 

Shown (left to right) are Fred C. 
Thormann, president of the Bridgeport 
Control and comptroller of the Conde 
Nast Publications, Inc.; Francis DiLeo, 
chairman of Accounting, Bridgeport Uni- 
versity; and John Allison, chairman of 
the Bridgeport Control's Education Com- 
mittee and assistant treasurer of the 
Conde Nast Publications, Inc. 


Gt. Lauderdale, Florida 


(LOWER RIGHT) 


Paul J. Urquhart, retired vice president 
of Aluminum Company of America, was 
honored on the occasion of his 80th 
birthday recently while wintering in 
Florida. He was the guest of a group of 
friends and past business associates at a 
birthday party in the home of his daugh- 
ter, Mrs. R. A. Deemer. 

Among those present to honor Mr. 
Urquhart, who served as president of 
Controllers Institute, 1936-37, were (left 
to right): 

W. C. Missimer, Boutwell Dairy, Lake 
Worth, Florida; Vincent C. Ross, Pren- 
tice-Hall Inc., New York, and president 
of CIA, 1950-51; Mr. Urquhart; C. T. 
Zinsmeister, United Engineering & 


Foundry Co., Pittsburgh, Pa. ; and Charles 
E. Headlee, retired controller, Westing- 


a Electric Corporation, Pittsburgh, 
a. 





I] LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 








New York, N.Y. RiGHt asove 


Program plans for a panel session on 
“Return on Investment” are reviewed by 
the speakers to insure coordination of 
topics. Pictured are (/eft to right) Thorn- 
ton Smith, controller for Financial Anal- 
ysis, Johns-Manville Company; W. Joseph 
Littlefield, research director, Controllers 
Institute Research Foundation; and Wil- 
son Seney, senior consultant, McKinsey 
& Company, New York. The fourth panel 
participant, Frank S. Capon, treasurer, 
Du Pont Company of Canada, was unable 
to attend this planning session. 

The panel is scheduled as one of sev- 
eral concurrent sessions to be held at the 
Eastern Regional Conference, sponsored 


by the Newark Control of Controllers 
Institute, to be held at Pocono Manor, 
Pa., May 8-10. 


Detroit, Michigan (CENTER RIGHT) 


The presidents of two major profes- 
sional organizations attended a “How 
Much Taxation Shall We Stand?” meet- 
ing at the Economic Club held on March 
21. Left to right are Roger A. Yoder, 
president, Controllers Institute of Amer- 
ica; J. S. Seidman, president, American 
Institute of Certified Public Accountants ; 
and Allen B. Crow, president, Economic 
Club of Detroit. Mr. Seidman was the 
guest speaker and his subject was ‘‘Are 
We in for a Federal Tax Revolution ?” 
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Sales-Oriented Overhead 
Costing (Continued from page 217) 


per se. The same cannot be said of the 
absorption costing concept’ or of the di- 
rect costing® concept. 

In the second place,  sales-oriented 
overhead costing permits a proper under- 
standing of the cost-volume-profit rela- 
tionship. It suggests (1) that costs are 
incurred with a view toward reaching or 


*Brummet recognizes the shortcomings of 
using capacity as a basis for both planning 
and costing purposes: “Suppose that [a new] 
machine . . . will produce 156,000 units a 
year. The needs for this particular part or 
product to be produced by the new machine at 
the present time, and as far as can be foreseen, 
will average about 78,000 units per year. In 
the light of these data the machine is pur- 
chased. The question now is: Assuming pro- 
duction needs prove to be as anticipated, 
should all the depreciation of the machine be 
associated with products or should only one- 
half of it be associated as a result of a 50 per 
cent utilization of the equipment?” 

After illustrating another situation relative 
to choosing between alternative purchases of 
equipment with different capacities that re- 
sulted in misleading inferences, he concludes 
that “‘a planned or anticipated utilization of 
fixed cost factors at the time of acquisition 
provides a more appropriate base for use in 
the assignment of costs than does the practical 
capacity concept.’ Both the practical capacity 
and planned utilization concepts are but two 
bases of assigning overhead costs under ab- 
sorption costing. He reaches the above con- 
clusion despite his understanding that the 
planned utilization base will result in a wider 
fluctuation of net income in periods of inven- 
tory changes. R. Lee Brummet, Overhead Cost- 
ing: The Costing of Manufactured Products, 
Michigan Business Studies, Vol. XIII, No. 2 
(Ann Arbor: University of Michigan, 1957), 
pp. 65-66, 67, 42. 

° Under direct costing, neither expected sales 
level nor productive capacity is considered. 





servicing a certain sales level, (2) that a 
certain sales level must be reached in or- 
der to fully recoup the costs incurred, and 
(3) that profit potential is not fully real- 
ized until such sales level is reached and 
surpassed. This approach is not only con- 
sistent with management's planning and 
budgeting process, it is also more posi- 
tive? and informative’ than direct cost- 
ing, and more realistic? and understand- 
able!” than absorption costing. 

In the third place, sales-oriented over- 
head costing facilitates gross margin anal- 
ysis and short-term sales planning. Gross 
margin analysis under absorption costing 
is difficult to interpret because of inven- 





*Under direct costing, “fixed expense [is 
looked upon] as a cost of being ready to do 
business,” Charles R. Fay, “Direct Costing as 
a Multiple-Purpose Management Tool,” Ac- 
counting, Auditing and Taxes (New York: 
American Institute of Accountants, 1953), 
quoted in George Gibbs, ‘New Cost Account- 
ing Concepts,” The Accounting Review, Jan- 
uary 1958, p. 98 

SCf. J. M. Pompan, “Direct and Absorption 
Costing in One System,” NAA _ Balletin, 
March 1959, p. 8: ‘The concept of volume 
variance does not appear in direct costing and 
to its partisans this is a great step forward. 
One is left, however, without a measure of the 
effectiveness of equipment utilization, which 
is one of the functions performed by volume 
variance.” Under sales-oriented costing, un- 
absorbed overhead costs measure the extent of 
sales deficiency. 

® Under absorption costing, transferring part 
of fixed overhead to inventory is sometimes 
known as “‘selling overhead to inventory.” 

” Cf. National Association of Cost Ac- 
countants, op. cit., p. 37: “In evaluating the 
effect which changes in sales volume have on 
profits when using absorption costing, manage- 
ment must consider the two influences, produc- 
tion volume and sales volume, which may 
work together or in opposition. Full under- 
standing of the situation calls for knowledge of 
highly technical accounting procedures which 
few executives possess.” 





phone number. 


Two Park Avenue 





FINANCIAL VICE PRESIDENT 


If you have successful financial experience at the policy-making level in 
a corporation, commercial bank, insurance company or an investment 
banking firm, this opportunity will have great interest for you. 


Our company is one of America’s largest and best known manufacturers. 
We have plants and offices world-wide and our continued growth has 
brought sales to one billion dollars annually. 


Capacity to assume complete responsibility over all financial and account- 
ing functions of our company is essential and we prefer an executive who 
has the potential for broader responsibility in the future. 


The new member of our top management group will receive a liberal 
salary and bonus, together with a generous stock option and a well- 
planned insurance and retirement program. 

Our management is aware of this advertisement. You may write in com- 
plete confidence giving present position, personal data and home tele- 


THE CONTROLLER, Box D2452 


New York 16, N. Y. 











tory transfers; such an analysis cannot be 
attempted under direct costing because of 
insufficient data.'' Under sales-oriented 
overhead costing, the percentage markup 
remains unchanged until the expected 
sales level is reached; the widening of 
markup percentage suggests that actual 
sales have surpassed that level. It Signals 
comfortable returns from that point on 
and permits some reconsideration in pric- 
ing policy for that short term. The same 
cannot be said of the other two costing 
concepts. 

Finally, under sales-oriented overhead 
costing (in this instance, as well as under 
direct costing), changes in inventory po. 
sition are to be considered solely on their 
financial merits, since net income will in 
no way be affected by inventory policy. 
Under absorption costing, changes in in. 
ventory position have a definite bearing 
upon net income and tend to exaggerate 
the impact of cyclical movements.1* 


SUMMARY 


In a sales-oriented economy, absorp- 
tion costing, a concept developed when 
production and productive capacity were 
considered the most important, is obso- 
lete. In this paper, the writer attempts to 
propose a new concept, the sales-oriented 
overhead costing concept. In terms of 
theoretical considerations, the proposal 
seems sound based on the ‘‘cost transfer- 
ability’”’ criterion. In terms of managerial 
considerations, the proposal is consistent 
with the managerial approach to planning 
and analysis and compatible with man- 
agerial thinking in a sales-oriented econ- 
omy. 


™ Under direct costing, only variable costs 
are deducted from sales revenue, resulting in 
a figure known as “marginal income,” from 
which fixed overhead costs in toto along with 
selling and administrative expenses are de 
ducted. 

In general, under absorption costing, the 
higher the inventory accumulation, the higher 
the net income becomes, since more and more 
overhead will be “sold to inventory,” resulting 
in an “overabsorbed overhead’’—a fictitious 
figure, though recognized as income. Con- 
versely, the deeper the inventory liquidation, 
the lower the net income becomes. Inventory 
tends to be accumulated in periods of good 
business and liquidated in poor years. As such, 
net income in a period of good business is ex- 
aggerated by the amount of overabsorbed over- 
head; in a period of poor business, adversely 
affected by the amount of overhead identified 
with inventory being liquidated. See George H. 
Sorter, “Reported Income and __ Inventory 
Change,” Journal of Business, January 1959, 
pp. 47-51. 





MANAGEMENT ACCOUNTING 
by F. M. EISNER, C.P.A. 


Describes in detail a complete and thoroughly 
tested system—from original sources to prepafa 
tion of statements for cost reduction and per 
formance controls—reveals weak spots in majo 
areas, such as, labor, inventory, salesmen’s costs; 
sales mixture, factory and marketing expenses 
small orders, office salaries, equipment utilization, 
returned goods, credits, etc. 554 pp. $12.50. Charles 
M. Eisner, 70 Linda Ave., White Plains, New York 
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investment Clubs Double 
in Less Than Three Years 


The investment club movement is 
growing at an extraordinary rate, accord- 
ing to a survey by the New York Stock 
Exchange. Highlights of the study, which 
covered the period between June 1957 
and November 1959, include: : 

The number of clubs have more than 
doubled—from 8,100 to 20,100. 

Membership in the clubs jumped from 
121,000 to 277,000. 

Volume of stocks held has tripled— 
from $54 million to $160 million. Aver- 
age monthly investment per member was 
around $18.50. 

The survey, based on questionnaires 
sent to 500 member firms doing business 
with the public, also noted that, as a rule, 
any profits and dividends are reinvested. 
Other findings show that: 

Investment clubs have become more 
and more popular among women. All- 
female clubs added up to 10.1 per cent 
of the total, and the number of women 
members in these clubs increased from 
6,507 to 28,254. 

Total monthly investment for all clubs 
jumped to $5.1 million from $2.1 mil- 
lion. 

Average monthly investment per club 
was $208; more than three quarters of 
the clubs invested less than $300 monthly. 

In November 1959, the average club 
had 14 members compared with 15 in 
June 1957. 

The average club had _ stockholdings 
worth $3,450 in eight issues. About 83 
per cent had holdings of up to $10,000. 
Some 16 per cent had holdings ranging 
from $10,000 to $99,999. Three-tenths 
of one per cent had portfolios worth 
$100,000 or more. 

Clubs are located in all 50 states, plus 
36 in Canada and 26 in other countries. 
New York State led all others with 2,425 
clubs, up from 776 in 1957. 





SYSTEMS ANALYST 
and 


INDUSTRIAL AUDITOR 


Some experience in indus- 
trial accounting. Growth in- 
dustry, excellent working 
conditions. Salary vicinity 
97500. Write to C. L. Shaw, 


Jr., Miniature Precision 


Bearings, Inc., Precision 
Park, Keene, N. H. 
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How fixed 
are “fixed” 
assets? 


from the Clients’ Service Bulletin of The American Appraisal Company 


The mere mention of the term “‘cur- 
rent assets” brings to mind such 
items as cash, inventories, and ac- 
counts receivable. These assets are 
considered short-lived, mobile and 
changeable; yet, during their com- 
paratively short life, an accurate ac- 
count is kept of each item until it 
clears through the records. 


Trend to relocation 


Can ‘‘fixed’’ assets—the plant it- 
self, buildings and equipment— go 
through a metamorphosis and 
emerge as assets necessitating sim- 
ilar financial control? By time- 
honored precedents, manufacturing 
facilities have, until recently at least, 
been designated as ‘“‘fixed”’ with all 
the permanency, long life and im- 
mobility that the word implies. 

In recent years many plants have 
relocated to take advantage of more 
favorable sources of raw materials, 
better transportation, available labor 
and nearness of markets. Existing 
equipment is also subject to acceler- 
ated obsolescence, abandonment, 
changes in use, reconstruction or re- 
placement. Are such assets ‘‘fixed”’ 
in view of the existing trends to im- 
provement or change? 


Properties ‘‘on the move” 
With the possible exception of land, 
‘fixed’? assets are not fixed in the 
sense that they are permanent. Some 
future event or decision of manage- 
ment may cause the continued use 
of the ‘fixed’? assets to be termi- 
nated more quickly than anticipated 
because of sale, abandonment or 
obsolescence. 

In this era when plant properties 


—often the largest item on the bal- 
ance sheet—can be said to be on the 
move, it is desirable to provide for 
their control and accounting as effec- 
tively as for current assets. This is 
possible through basic unit property 
records kept constantly up to date 
to reflect changes that have actually 
taken place or that may be contem- 
plated by management. 


* * * 


American Appraisal Service furnishes up- 
to-date, authoritative information about 
assets, including the adequacy of deprecia- 
tion provisions. Conclusions are reached 
only after careful consideration of all factual 
data. An American Appraisal report repre- 
sents more than 60 years of experience in 
the field of valuation for purposes of taxes, 
property control, accounting, insurance and 
corporate financing. 


The AMERICAN 
APPRAISAL 


Company® 
SINCE 1896...LARGEST...MOST WIDELY USED 
Home Office: Milwaukee, Wisconsin 


Atlanta Cincinnati Kansas City Philadelphia 
Baltimore Cleveland Los Angeles Pittsburgh 
Boston Dallas New Orleans St. Louis 
Buffalo Detroit New York San Francisco 
Chicago Washington 


Subsidiary: Canadian Appraisal Company, Lid. 
Montreal and Toronto 


[ee ce ee een eee NE 1 
| The American Appraisal Co., Dept. C | 
| 525 E. Michigan St., Milwaukee 1, Wis. 
Without obligating me, please send me | 
your Booklet No. 504, ‘‘Fixed Asset | 
[ Accounting.” 
l 
| NAMB s.0.0- ccc ceteedssceecseccescescoee | 
| 
| POM. cccccivcscatedeacedwtseveavedees | 
| 
Posttian oh Dis vcéecdssds decetecdives 
D MMM iirntciguieniaciceaan 
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Heres the research you couldnt affor 


Avoid legal oversights with these records retention guides to— 


CURRENTLY AVAILABLE ... 


Vv Statutory and regulatory requirements for retaining business records: 
general corporate, tax, labor, securities, trade and commerce; 


Vv Specific regulations for 15 major U. S. industries; 
V Particular requirements for eight Canadian industries; 
Vv Information on microfilming in lieu of original records. 


V All indexed for quick and easy reference. 





FOR THE UNITED STATES 


FOR CANADA 








PLUS—How 13 companies solved 
their record-keeping problems — 


CASE STUDIES IN 
RECORDS RETENTION 


AND CONTROL 
$7.50 


Profit from the experience of 13 
companies selected to provide va- 
riety in size, location, profit mar- 
gin, and product, whose records 
management programs range from 
simple to elaborate. 

Develop or modify your own rec- 
ords program to suit your needs 
and problems after you see how 
other companies have answered 
questions on: 


Organizational responsibility— 
Where should it be located? 

Consultants—When should they be 
used? 

Program sequence—What is the 
logical order for operating a 
program? 

Records inventory—What informa- 
tion is needed and how is it com- 
piled? 

Appraisal and analysis—What 
standards should be followed? 
Vital records—What are they and 
what special steps should be 

taken? 

Microfilming—When is it cheaper 
than storage? 

Storage—What type of equipment 
is best? 


CORPORATE RECORDS 
RETENTION: VOL. 1 


A Guide to 
U. $. Federal Requirements 
$10.00 


Most management executives do 
not have the time and are not able 
to pinpoint the specific ruling in the 
maze of regulations governing the 
time-length for retaining business 
records. 


Now you can single out the federal 
statutory and regulatory require- 
ments denoting retention periods 
for general corporate, taxation, la- 
bor, and securities records. In addi- 
tion, by using the sections contain- 
ing specific regulations for 15 major 
industries, you can adopt these 
accepted and precise time require- 
ments for your own records reten- 
tion program. 


Volume 1 contains 242 pages with 
27 sections and the detailed index 
permits immediate pinpointing of 
hundreds of specific records reten- 
tion requirements such as accounts 
receivables and payables, bank 
deposits, cancelled checks, depre- 
ciation reserves, financial reports, 
insurance records, journals, pay- 
roll records, tax records, and much 
more. 

Plus—information on microfilming 
in lieu of original records whenever 
permissible. 


CORPORATE RECORDS 
RETENTION: VOL. 2 


A Guide to Canadian Federal 
and Provincial Requirements 
$10.00 


For Canadian firms, for U.S. firms 
with interests in Canada—Volume 
2 cuts through the maze of regula- 
tions and pinpoints the specific re- 
tention period for hundreds of busi- 
ness records. 


It covers governmental require- 
ments for businesses in general 
(Corporations General) and appii- 
cable fields: Taxation, Labour, 
Trade and Commerce. 


In addition—the particular re- 
quirements for Aeronautics; Agri- 
cultural & Dairy; Banking; Drugs; 
Insurance; Mining; Motor Carriers; 
Petroleum; Trust Companies; Elec- 
tric, Gas & Water Utilities; Tele- 
communications; and Railways. 


PLUS—Quick reference tables, form- 
ing a cross index to statutes, Prov- 
inces and giving periods of reten- 
tion and limitations of actions in 
addition to pages on which the 
pertinent statutes and regulations 
appear. 


Excerpts from federal and provin- 
cial statutes and regulations are 
listed alphabetically with descrip- 
tive, easy-to-understand headings 
—all arranged for quick reference. 











PART ONE OF A TRILOGY 


PART TWO OF A TRILOGY 
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Tm U8. STATED CORPORATE RECORDS RETENTION: VOL. 3 
A GUIDE TO REQUIREMENTS OF 
STATE GOVERNMENTS OF THE U. S. 





$20.00 


Corporate managements wishing to comply with government require- 
ments for records retention are faced with a bewildering variety of 
statutes and regulations which are ambiguous, indeterminate or silent 
on the specific kinds of records which a business must keep, the period 
for which they must be retained, or both. What is reasonable and realistic 
is difficult to determine without, at least, reference to requirements of 
regulations applied to similar companies or classes of records by other 
governmental units. 








Now, with Volume 3, such reference is possible. Now, at last, you can base 


Over 1,000 pages of easy-to-find your retention schedules on specific statutory and regulatory requirements. 


information pinpointing retention 


requirements for business records Volume 3 is divided into 51 parts, each containing excerpts from a specific state’s 
and quoting applicable statutes of statutes and regulations pertaining to record-keeping requirements in the areas of 
limitations for all the 50 states Corporations General, Taxation, Labor, and Industries. 


and the District of Columbia. 








Corporations General—Statutes confronting two or more types of business or activ- 
ity with factors bearing on records retention. For example, pertinent excerpts from 
statutes respecting limitation of personal actions, actions on bonds, promissory notes, 
bills of exchange, etc., special qualifications concerning these limitations, abandoned 
property and similar statutes, admissibility of photographic copies, sale of securities, 
general corporation laws re stock and transfer books, minutes, etc. 
Taxation—Record-keeping requirements (direct or implied) in the various tax laws and 
regulations promulgated under these laws. Included are alcoholic beverage, cigarette 
and tobacco, corporate income, franchise, gasoline and motor fuel, sales and use, 
petroleum severance, stock transfer, highway use taxes, etc. Also included are ref- 
erences to statutory limitations on time within which refunds may be claimed. 
Labor—Statutory and regulatory requirements pertaining to retention of records respect- 
ing employers’ liability, employment of women and children, minimum wage stand- 
ards, public works contractors, unemployment insurance, and workmen’s compensation. 
Industries—Includes statutes and regulations regarding record-keeping requirements 
in those industries—banking, insurance, and utilities-whose business activities are 
closely associated with all industries and, therefore, of interest to all companies. 





Quick Reference Tables—a unique 
cross-reference index to statutes and 
regulations of each state showing re- 
tention periods, limitations of ac- 
tions, and page numbers of textual 
references containing excerpts from 
statutes and regulations. 





Individual tables of contents for 
each of the 50 states and the Dis- 
trict of Columbia listing all stat- 
utes and regulations quoted and 
classified according to type: cor- 
porations general, taxation, labor, 
and industries. 
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Sendme: [] Volume 3 (U.S. States) [_] Volume 2 (Canadian) [-] Volume 1 (U.S. Federal) [_] Case Studies 
$20.00 $10.00 $10.00 $7.50 
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1] Check enclosed C] Bill me [] Bill my firm 
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WHAT MAKES A 
CALCULATOR 
ACCURATE? 


We’re proud of the mechanical accuracy 
of the Friden fully automatic calculator. 
But neither it nor any other calculator can 
get a right answer from a wrong entry. 
The calculator that allows the smallest 
margin for operator error will actually 
prove to be the most accurate. 

The Friden SBT requires fewer manual 
keystrokes, fewer operator decisions than 
any other calculator on the market* In 
terms of day-to-day output, this makes it 
the most accurate calculator you can buy. 
For a no-obligation, ten-minute demon- 
stration of “The Thinking Machine of 
American Business,” call your Friden 
man or write: Friden, Inc., San Leandro, 
California. 

*This is PRACTIMATION: automation 
so hand-in-hand with practicality there can 
be no other word for it. 


EEA & 
LS er wore; 4 
A New, 
oA 


FRIDEN, INC., SALES, INSTRUCTION, SERVICE 
THROUGHOUT THE U.S. AND THE WORLD. 


© 1960 FRIDEN, INC. 
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Who Is Responsible for the Annual 
Convention Statement? 

Six of nine insurance companies ques- 
tioned by Controllers Institute Research 
Foundation reported the controller has 
the prime responsibility for pzeparing the 
annual statement. In each of these com- 
panies, the controller signs the certifica- 
tion on page ore of the statement (in one 
case, the treasurer also signs) and the 
controller's department has the responsi- 
bility for actually assembling the state- 

nent. 

The survey to determine which cor- 
porate officer has the responsibility for 
preparing, signing and assembling the an- 
nual convention statement, found that in 
two other companies the chief actuary has 
the prime responsibility for preparation 
and assembly but, in one of these cases, 
the controller signs it. 

The remaining company questioned re- 
ported both the controller and chief ac- 
tuary share the responsibility for seg 
ing and assembling the statement, but the 
vice president and treasurer and the con- 
troller sign it. 

While one department generally has 
the prime responsibility for actually as- 
sembling the statement, parts of it are 
often prepared by other departments in 
the representative companies surveyed. 


The Organization Man: A Rebuttal 

The “organization man” is not the 
plodding conformist of recent fame, says 
Opinion Research Corporation after it 
interviewed top officers in 12 different 
industries and surveyed some 600 middle- 
management men. ‘Presidents and middle 
management agree the corporation re- 
wards the man of daring and initiative, 
not the conformist. ...’’ Some com- 
panies show strong signs of conformity 
but these are the exceptions, concludes 
the report. 


Suggestions for 
Better Campus Recruiting 

The following suggestions for more 
effective recruiting on campus by company 
representatives were gleaned from college 
placement officers in an American Man- 
agement Association survey: 

Recruiters should spend more time dis- 
cussing a candidate's interests and quali- 
fications and less time on information 
about the company that can be presented 
in written form. 





oten 


Recruiting literature could ke improved 
by including specific job descriptions 
rather than generalizations and ‘‘glamor. 
izing.” 

If recruiters are not interested in stu. 
dents with less than a “B” average, they 
should say so. : 

Students should be told what the be. 
ginning job will be like so they will not 
feel “‘railroaded’’ when they are assigned 
menial tasks. 

Placement officers at liberal arts col- 
leges added a few points on the neglect of 
the broadly trained liberal arts student 
who doesn't fit neatly into a pattern. 


Depreciation at Home and Abroad 


U. S. tax officials still think in terms of 
the longest physical life of equipment, 
instead of the shorter, economically use- 
ful life, reports Joel Barlow in a recent 
issue of Mill and Factory. In contrast to 
this, West Germany has a ten-year de. 
preciation period on industrial machinery, 
but 60 per cent may be charged off in the 
first two years. 

In Sweden, machinery can be fully de- 
preciated in five years; in Italy in seven 
years, with special adjustments for the 
effect of inflation. In Holland there is a 
ten-year write-off, with accelerated rates 


in the earlier years, also an investment f 


allowance is made to allow deductions of 
more than 100 per cent of costs. 

An initial allowance in Britain allows 
the manufacturer to write off 30 per cent 
of the cost of machine tools and similar 
productive equipment in the year of 
acquisition. 


Vacation Benefits Up in 1960 
Increased vacation allowances are in 
line for many firms for 1960, according 
to a Darnell survey of 300 United States 
and Canadian firms. Major trends include 
longer vacations, gseater acceptance ol 
split vacations, and a growing tendeng 
for firms to extend vacation periods over 


the entire year. Plant shutdowns during 


a general vacation period are losing 
ground, with only 23 per cent of firms 
queried planning a shutdown period for 








SPACE PLANNERS 
INTERIOR DESIGNERS 


Expert Space 

Planning Means 2 
Efficient and SS: 
Economical 'o INC. 
Office Operation 


|___ 53 Park Pl., New York 7, N. Y., WOrth 2-6080 — 
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1960, as compared with 43 per cent of a 
similar group in 1954. 

Two complementary reasons behind 
this liberalization, according to the edi- 
tors of the survey, are the changing vaca- 
tion habits of the American people and 


the tight labor market that most firms | 


anticipate in the years ahead. 


This Electronic World 

A new general-purpose electronic 
computer, Monrobot Mark XI, has been 
announced by Monroe Calculating Ma- 
chine Company, a division of Litton In- 
dustries. The computer will be priced at 
$24,500, weighs 300 pounds, is fully 
transistorized, operates from any AC wall 
outlet, and requires no air conditioning. 


° 

The National Cash Register Company 
announced plans for a nationwide net- 
work of data-processing centers. Three 
centers will be opened this year—one in 
New York, another in Los Angeles, and a 
third in Dayton. They will utilize the new 
transistorized NCR 304 data-processing 
system and will operate seven days a 
week on a round-the-clock basis. 

& 

A new electronic data-processing sys- 
tem for business, scientific and industrial 
use has been introduced by Bendix Avia- 
tion Corporation. Designated the G-20, it 
is smaller than most large-scaled systems ; 
the central processor is 66 inches wide, 
60 inches high and 28 inches deep. It is 
built of solid state components and has an 
expandable random access core memory. 


e 
The Datamatic Division of Minneap- 
olis-Honeywell has moved into the mod- 
erate-price computer field with the an- 
nouncement of the new  all-transistor 
Honeywell 400. The basic 400 model 
with a central processor, four high-speed 
magnetic tape units, a high-speed printer 
and a card reader will rent for $8,660 a 
month. It will be available in the summer 
of 1961 and will be compatible with 
Datamatic’s larger Honeywell 800. 


« 

Sabre, the completely automatic, cen- 
tralized, electronic reservations system, will 
handle all functions and procedures as- 
sociated with the sale, confirmation, and 
control of an air travel reservation, for 
American Airlines, from the time a cus- 
tomer calls for information on a flight to 
the time he arrives at his final destination. 
Installation of Sabre, which has been des- 
ignated the IBM 9090 by the manufac- 
turer, will begin in 1961. 


° 

No claims for divinity have been made, 
but a new automatic programming system 
has been named BLESSED 220. Produced 
by the cooperative efforts of Michigan 
Bell Telephone Company; Arthur D. 
Little, Inc.; and Burroughs /ElectroData, 
the name is derived from the initial let- 
ters—Bell Little ElectroData Symbolic 





MILWAUKEE 
JUNE 9-11 
MIDWESTERN 
CONFERENCE 


of Controllers Institute 





RKKKKKKKKKKKKKKKKKKKKKKKKKKKK 


PROGRAM HIGHLIGHTS 


The program is built around the subject of executive procurement, 
development and retention with particular emphasis on the control- 
ler’s function and position in the executive family. 


EDUCATION OF THE MAN— 
What Industry Expects of the Man 
What the Educator Expects of Industry 


SELECTION OF THE MAN— 
What Type of Man Is Needed for Controllership in the Future? 
How Can We Help Keep the Incompetent Out of Industry? 


TRAINING OF THE MAN— 


Men vs. Machines: The Impact of IDP and EDP on the Training 
of Men 


RETENTION OF THE MAN— 


What Is Necessary to Retain Good Men: Remuneration, Fringe 
Benefits, Prerogatives 





KEYNOTE—tThe Best Climate for a Nation’s Greatest Gains in the 
Soaring Sixties 





PLUS—Reception for Members ¢ Dinner Dance and Entertainment ¢ 
Events for the Ladies 


RKKKKKKKKKKKKKKKKKKRRRRRRRKKK 
Sponsored by the Milwaukee Control of the Institute 


) ta Hotel Schroeder 


Milwaukee, Wisconsin 


System for the ElectroData 220 computer. | RRRKKKLKKKKKKKKKKRRRRRRRRRRKRKRKM 
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PAYROLL 


PMC mel PF wa red, | 


““PAYMASTER” 


Gives Fully Automatic 
Payroll Recording! 


For use with tabulating cards 
Integrates with any time equipment 
Automatic time signal control 

Full year warranty 


PLUS EXCLUSIVE QUICK-AUDIT CARD 
FOR SIMPLIFIED PAYROLL PROCEDURE 


“Hf it's about time... 
call for... 

















Please send information about 
New Model 8000 Paymaster. 





Es aeeng 





~ Title 


: Company. 








‘Address 





P| 


MR. D‘ALESSIO 





ADDITIONAL DUTIES .. . 

Railway Express Agency, Inc., New 
York, has made Robert A. Sauer vice 
president and controller. . . . Walter J. 
Short has become secretary and vice presi- 
dent-finance of Allegheny Airlines, Inc., 
Washington, D.C. . . . Lisle W. Adkins 
has been elected vice president and con- 
troller of General Dynamics Corp., New 
York. He is a past president of the Cin- 
cinnati Control of Controllers Institute 
and has served as an Institute director. 
. . . Wagner J. D’Alessio has assumed 
the responsibilities of vice president and 
treasurer of Index Underwriters, Inc., 
San Francisco, Calif. He is a past presi- 
dent of the San Francisco Control, Con- 
trollers Institute. 

Paul W. Heasley has been elected 
president of Trailmobile International, 
Inc. He will continue his present duties 
as vice president of the parent company, 
Trailmobile, Inc., Cleveland, Ohio. .. . 
Raytheon Company, Waltham, Mass., has 
elected George Ingram, Jr., vice presi- 
dent and controller. . . . George J. Zim- 
merman has assumed the responsibilities 
of vice president and controller of the 
Carborundum Co., Niagara Falls, N. Y. 


MR. INGRAM 























wh ¢ 


MR. YETKA 


MR. ZIMMERMAN 








































MR. EHMANN 


NEW APPOINTMENTS .. . 
Julius Yetka has joined the corporate 


staff of Pfaudler Permutit, Inc., New § 


York. . . . John W. Morrison recently 
became general manager of the Missile 
Equipment Division, Minneapolis-Honey- 
well Regulator Co., Pottstown, Pa.... 
Franklin R. Ehmann is now treasurer of 
the Hellwig Dyeing Corporation, Phila- 
delphia, Pa. . . . Raymond D. Balcolm, 


Forbes Lithograph Mfg. Co., Boston, | 


Mass., was recently elected a director as 
well as vice president in charge of manu- 
facturing. . . . Lawrence D. Brumit was 
elected vice president and controller of 
the Florida Power Corporation, St. Peters- 
burg, Fla. 


PROMOTIONS .. . 


Edward G. Sommer has assumed the 
responsibilities of treasurer of Standard 
Oil Co., Inc. in Kentucky, Louisville, Ky. 
Mr. Sommer is a past president of the 
Louisville Control of Controllers Insti- 
tute. . . . William H. Van Beck became 
vice president of the Nitrogen Division 
of Allied Chemical Corporation, New 
York. . . . The election of Harold E. 
Williams as vice president and a director 


MR. WILLIAMS 
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of American Thread Company, New 
York, occurred recently. . . . Arthur M. 
Wood was named comptroller of Sears, 
Roebuck & Co., Chicago, III. 

Verne B. Bonnette has been made vice 
president of Schmidt Lithograph Com- 
pany, San Francisco, Calif. . . . The elec- 
tion of Emerson G. Higdon as executive 
vice president and treasurer of the May- 
tag Company, Newton, Iowa, was an- 
nounced recently. . . . Nelson T. Hamp- 
son is now vice president-finance of 
Lowe Paper Company, Ridgefield, N. J. 
Mr. Hampson is a past president of the 
New York City Control of Controllers 
Institute and served as an Institute di- 
rector. 

Carl W. Janke will become controller 
of Harvard University on July 1. For- 
metly deputy controller, he succeeds 
L. Gard Wiggins, who becomes adminis- 
trative vice president. . . . J. A. Folger 
& Company, Kansas City, Mo., has named 
J. Lowell Johnson as treasurer. He is a 
past president of the Kansas City Con- 
trol of Controllers Institute. . . . Gar- 
rett E. Kauffman has been appointed 
assistant controller of Armco Steel Cor- 
poration, Middletown, Ohio. 

The election of William C. Knapp as 
vice president-finance and accounting of 
the Arundel Corporation, Baltimore, Md., 
was announced recently. He is a past 
president of the Baltimore Control of 
Controllers Institute. C. Edgar Fishel suc- 
ceeds Mr. Knapp as controller of the 
corporation. . . . Paul C. Major was 
elected comptroller of Birmingham South- 
ern Railroad Company, Fairfield, Ala., 
and was elected to the board of Warrier 
and Gulf Navigation Company and Ohio 
Barge Line, Incorporated. . . . John P. 
O'Keefe recently became general man- 
ager of the Utah Copper Division, 
Kennecott Copper Corporation, Salt Lake 
City, Utah. 


NEW DIRECTORS ... 


William H. Campbell, treasurer and 
assistant secretary, the Elwell-Parker Elec- 
tric Company, Cleveland, Ohio. . . . Ellis 
M. Moore, vice president-finance, the 
F. & M. Schaefer Brewing Co., Brooklyn, 
N.Y... . Alfred G. Nelson, vice presi- 
dent and treasurer, Compo Shoe Machin- 
ety Corporation, Boston, Mass. . . . Gor- 
don A. O’Brien, treasurer, Worcester 
Telegram Publishing Co., Worcester, 
Mass... . J. Shirley Gracey and H. K. 
McKean, senior vice presidents, Florida 
Power Corporation, St. Petersburg, Fla. 


NEW CONNECTIONS .. . 


Glenn E. Robe recently became comp- 
troller of the Marietta Manufacturing 
Company, Point Pleasant, West Va... . 
C. H. Bentzel has joined Leaf Brands, 
Inc, Chicago, Ill., as controller. . 
W. P. Gullander has become executive 


(Continued on page 250) 
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Copyflex One-Writing System Gets 
Accounting Reports Out —Days Earlier ! 


Bruning Copyflex copying machines 
do more to speed and simplify ac- 
counting paperwork than any other 
paperwork machine on the market. 

Copyflex flexibility lets you repro- 
duce, from one worksheet or form, 
any series of comparative, cumula- 
tive, or consolidated reports and 
schedules. You write or type inform- 
ation once on the original form, add 
or change information whenever 
desired, make up-to-date Copyflex 
copies at any point for distribution. 
No clerical retyping or rewriting of 
repetitive data. No proof-reading. No 
copying errors. 


Copyflex will fit in with any forms 
or electronic data processing equip- 
ment you are now using. Whether it’s 
a multiple-part continuous form or 
a snap-out set, you simply include a 
translucent part which can be used 
by Copyflex to reproduce additional 
copies. 

Copyflex gives you sharp, black- 
on-white copies (color-coded if de- 
sired) for as little as a penny each 
for materials for letter-size. A small 
Copyflex machine costs no more than 
a standard typewriter. You have 
everything to gain by mailing the 
coupon. 








(BRUNING ) 
Copythex 





Charles Bruning Co., Inc. 
1800 Central Rd., Mt. Prospect, Ill. 
Offices in Principal U.S. Cities 

In Canada: 103 Church St., Toronto 1, Ont. 


Dept. 5-M 


Please send me more information on Copyfilex 
for Accounting. 

















Name Title 
Company 

Address 

City County State 




































































North Eastern Conference 


CONTROLLERS: 


INSTITUTE 


OF AMERICA 
Queen Elizabeth Hotel 


MONTREAL 
June 16-18, 1960 





THURSDAY, JUNE 16 


10:00 a.m. AREA OPERATIONS COMMITTEE MEETING. 
12:30 p.m. DUTCH TREAT LUNCHEON. 

2:00 p.m. CONTROL ADMINISTRATION ROUND TABLE. 
5:30-7:30 p.m. REGISTRATION AND RECEPTION. 


FRIDAY, JUNE 17 
9:30 a.m. CONFERENCE KEYNOTE by General Chairman Frank S. Capon, 
Treasurer, Du Pont of Canada Limited, Montreal. 
TECHNICAL SESSION Chairman, Kenneth M. Place, First Asst. 
Treas., Du Pont of Canada Limited, Montreal. 
COMMUNICATIONS IN BUSINESS. 
Thomas W. Eadie, President and Chairman, The Bell Tele- 
phone Company of Canada, Montreal. 
11:00 a.m. FINANCIAL COMMUNICATIONS. 
W. S. Rothwell, Vice-President & Treasurer, Abitibi Power 
& Paper Company, Limited, Toronto. 
12:30 p.m. LUNCHEON: Chairman, E. L. Hamilton, Vice President, Cana- 
dian Industries Limited, Montreal. 
SPEAKER: A. T. Lambert, Vice President and General Manager, 
The Toronto-Dominion Bank, Toronto. 
2:00 p.m. SMALL GRoupP DISCUSSIONS. 
I Annual Report. II Financial Statements for Management. 
III Forecasts and Budgets. IV Capital Forecasts. V Control 
Reports—Manufacturing Costs. VI Control Reports—Selling 
& Administrative Expenses. VII Information for Union Ne- 
gotiations. VIII S.E.C. Statements. IX Corporate Giving. X Fi- 
nancial Communications between Parent and Foreign Sub- 
sidiary. 
7:30 p.m. BANQUET AND ENTERTAINMENT. 


SATURDAY, JUNE 18 
9:30 a.m. PROBLEMS OF FINANCIAL COMMUNICATIONS. 

I. Large Companies: Chairman, B. A. Johnson, Treasurer, 
New England Gas and Electric Assn., Cambridge, Mass. 
K. Y. Siddall, Administrative Vice President, The Procter 
and Gamble Company, Cincinnati, Ohio. 

II. Medium and Small Companies: Chairman, Harold L. Ge- 
bike, Secretary-Treasurer, Electro Refractories & Abrasives 
Corp., Buffalo, N. Y. 
Robert N. Wallis, Vice President and Treasurer, Dennison 
Manufacturing Company, Framingham, Mass. 


10:45 a.m. PANEL DISCUSSION: 
I. Large Companies. II. Medium and Small Companies. 
12:30 p.m. LUNCHEON: Chairman, Frank S. Capon. 


SPEAKER: Hugh MacLennan, Author. 





PLUS A PROGRAM OF SPECIAL EVENTS FOR THE LADIE 





vice president of General Dynamics 
Corp., New York... . Raymond J, 
Kenard is district controller of the Pio. 
neer Ice Cream Division, East District, 
of the Borden Company, Brooklyn, N. Y, 
... J. W. McDonald became treasurer 
and assistant vice president-finance of 
W. A. Sheaffer Pen Company, Fort Madi. 
son, Iowa. ...C. E. Nelson recently 
became controller of Stowe-Woodward, 
Inc., Newton Upper Falls, Mass. 

Thomas J. Rowe recently became vice 
president-finance and treasurer of Knox 
Glass, Inc., Knox, Pa. . . . Cecil E. Van. 
cil is vice president of the Electric Auto- 
lite Company, Toledo, Ohio. . . . Rolfe 
Wyer is now vice president and treasurer 
of Airtek Dynamics, Inc., Compton, Calif, 
.. . Murray S. Gelber, Los Angeles, 
Calif., has become chairman of the Board 
of Harvill Corporation, as well as a 
member of the Board of both Durox of 
Southern California Inc., and Salsbury 
Corporation. Mr. Gelber is currently serv- 
ing as vice president of the Western Area 
of Controllers Institute. 


COMPANY CHANGES ... 


O. P. Thomas was elected executive 
vice president and a director of Sinclair 
Oil Corporation, New York. He succeeds 
Harry Jeffries who is retiring but con- 
tinues as a director and chairman of the 
Finance Committee. . . . Edward W. 
Jamison has been elected vice president 
and director of finance of General Time 
Corp., New York; he will continue also 
as company secretary. G. G. Ellis has been 
elected treasurer. 


EXTRACURRICULAR ACTIVITIES .. . 


Harold F. Stevens, controller, St. Regis 
Paper Company, New York, is chairman 
of the Controllers Committee of the 








CONTROLLERS .. . 





HAWAII CALLS YOU 


your hosts 


STU & BETTE 
McLAUGHLIN 


departing San Francisco 


OCT. 26, 1960 
from $347.72 
complimentary prospectus: 


ASK Mr. FOSTER Travel Service 
Executive Sales Office 
30 Rockefeller Plaza, N. Y. 20, N. Y. 


limited reservations 








—— 
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MR. TODT 


American Pulp and Paper Association. 
_.. Steve H. Bomar, senior vice presi- 
dent and secretary-treasurer of the Trust 
Company of Georgia, Atlanta, Ga., has 
been elected president of the Atlanta 
Clearing House Association. . . . Robert 
M. Tracy, treasurer and controller of the 
National Life Insurance Company, Mont- 
pelier, Vt., was elected a trustee of the 
University of Vermont for a three-year 
term. . . . Robert B. Curry, comptroller, 
Southern Railway Co., Washington, 
D. C., was elected first vice president of 
the Society for Advancement of Man- 
agement. 


AUTHORS .. . 

Arnold W. Johnson, chairman, Depart- 
ment of Accounting, New York Univer- 
sity, is the author of Advanced Account- 
ing published by Rinehard & Company, 
Inc, New York. ...tHans C. Todt, 
comptroller Bristol Laboratories Inc., 
Syracuse, N. Y., authored an article in 
the February 1960 issue of Credit and 
Finance Magazine entitled ‘Accounting 
Reports—a Management Tool” as well 
as one on ‘Internal Auditing—A Service 
to Management’? which appeared in the 
March 1960 issue of the Internal Auditor. 


SPEAKERS .. . 


On the program of the Annual National 
Conference of the National Society for 
Business Budgeting to be held May 19-20 
at the Netherland Hilton Hotel, Cincin- 





MR. BUGE 


MR. ZIMMER 


nati, Ohio, are: E. W. Buge, controller, 
Bernardin Bottle Cap Company, Inc., 
Evansville, Ind., whose subject will be 
“Practical Electronic Data Processing” 
and Wm. H. Zimmer, executive vice presi- 
dent and treasurer, the Cincinnati Gas & 
Electric Company, Cincinnati, Ohio, who 
will speak on “Planning and Financing 
Long-Range Capital Expenditures.”. . . 
N. J. Brown, vice president and comptrol- 
ler, the Steel Company of Canada, Ltd., 
Montreal, Quebec, Canada, will be a 
speaker on the subject of ‘Developing a 
Systems and Procedures Programme- 
Larger Office” at NOMA’s 41st Interna- 
tional Conference and Office Exposition 
to be held at the Queen Elizabeth Hotel, 
Montreal, May 22-25. 


PICTURED BELOW 


Students from the University of Colo- 
rado and the University of Denver were 
guests of the Rocky Mountain Control of 
Controllers Institute recently. Speaking at 
the meeting in Denver were Edward F. 
Dolansky, controller with the Heiland 
Division of Minneapolis Honeywell Reg- 
ulator Co., and Roland W. Prickett, as- 
sistant treasurer with Stearns-Roger Man- 
ufacturing Co. Both discussed the duties 
of a controller. The students were mem- 
bers of a class in industrial accounting at 
the University of Denver taught by Pro- 
fessor Wayne Shroyer and of a class in 
controllership at the University of Colo- 
rado taught by Dr. Robert S. Wasley. 
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Policy Changes Recommended 
to Alleviate Balance of Payments Problem 


HE SIZE AND CHARACTER of United 

States’ deficits in its balance of pay- 
ments with other countries demand pol- 
icy changes here and abroad to a 
the outflow of gold and dollars which 
amounted to $3.5 billion to $4 billion a 
year in the last two years. 

In a recent statement, the Research and 
Policy Committee of the Committee for 
Economic Development said that, be- 
cause of our current strong economic and 
financial position and the absence of any 
immediate danger, the United States has 
the time and opportunity to select and 
put in practice a solution to the balance 
of payments problem that lies “not in 






EMPLOYMENT * SERVICES * MISCELLANEOUS 








RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 

Address box number replies to THE CON- 
TROLLER, Two Park Avenue, New York 16, 
N. Y. Replies will be forwarded. 





SITUATIONS WANTED 





CONTROLLER-TREASURER 
Financial-Systems Analyst-CPA 
Corporation administrative executive offers top- 
level extensive background functioning with 
management group. Practical experience in- 
cludes organization planning, banking relations, 
acquisitions, mergers, SEC reports; developing 
expansion and cost-expense reduction programs, 
analyzing and interpreting costs, budgets, sys- 
tems and surveys, all taxes. Multiplant process 
industries, transportation, import-export com- 
modities, chain stores, securities, real estate, 

financing enterprises. Box 2431. 


CONTROLLER-TREASURER 
Qualified financial and control executive with 
diversified experience in nationally known mul- 
tiplant, multicorporate organizations. Thirties; 
degree and CPA. Extensive background in- 
cludes experience in all phases of corporate 
accounting and finance. Budgets and budgetary 
controls. Systems and procedures. IBM/EDP. 
Financial and management planning and con- 
trol; administration. Organizational planning. 
Managemz<nt reports. Audits, taxes, production 
and material control. Credits. Government con- 
tracts. Usual secretary-treasurer functions. Mem- 


ber CIA. Resume. Will relocate. Box 2443. 


CAREER SYSTEMS ANALYST 
Eight years of diversified systems experience 
including electronic computer feasibility study, 
work measurement, manuals, suggestion com- 
mittee, and supervision. Engineering and busi- 
ness administration degrees. Box 2448. 


the direction of restraints on imports or 
upon U.S. foreign investment and _as- 
sistance but in the expansion of our ex- 
ports of goods and services.” 

As the Committee pointed out, the 
problem is not that the United States is 
becoming poorer (actually, our assets 
abroad have increased), but that we can 
be required to settle our debts in gold of 
which we have a limited—even though 
large—amount. 

Among recommendations for action in 
the statement, ‘‘National Objectives and 
the Balance of Payments Problem,” are: 


1. Increasing the competitive ‘‘attrac- 
tiveness of American goods and services 
in world markets’ mainly through the 
Government’s domestic economic pol- 
icies and the actions of business and labor. 
“A strong anti-inflationary fiscal, mone- 
tary and debt-management policy at home 
is the first requirement.” 

2. Reduction or elimination of restric- 
tions on purchases of Unted States goods, 
and travel and investment in the United 
States. Direct and indirect restrictions 
‘are no longer justifiable and should be 
removed in keeping with the provisions 
of the Articles of Agreement of the In- 
ternational Monetary Fund and the Gen- 
eral Agreement on Tariffs and Trade.” 

3. The United States foreign aid pro- 





SITUATIONS WANTED (Continued) 





ACCOUNTANT 

32, Married. Currently writing thesis for 
Masters Degree in accounting at midwestern 
university. Eight years’ experience. Seeking 
responsible industrial accounting position. 
Would prefer locating in Midwest or Rocky 
Mountain area. Resume will be sent upon re- 
quest. Box 2451. 


FINANCIAL EXECUTIVE 
Controller or Assistant Controller 


B.S. plus M.B.A. plus C.P.A. and 11 solid 
years: Six public practice; five in highly im- 
aginative creative corporate financial manage- 
ment, are background for seeking unlimited 
opportunity with management or business de- 
sirous of a thinking associate whose skills 
alone take care of money-minding and figure 
facts, leaving time and talent for planning and 
profit proposals. Married, 32, N.Y.C. area 
preferred. Box 2453. 


FINANCIAL EXECUTIVE 
or CONTROLLER-CPA 


Fourteen years’ experience in accounting, au- 
diting, financial analysis, methods and_proce- 
dures, management reporting. Age 40. Desires 
position with aggressive growing firm. Prefers 
Southwest, Pacific Coast or Rocky Mountain 
area. Resume on request. Box 2454. 





NOTE: THE ConTROLLER reserves the right to accept, reject or censor classified copy and takes no responsibility 
for the people contacted through this column nor does it guarantee any ilem bought or sold. 
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gram “should not be determined by our 
balance of payments position. . . . It js 
the task of economic policy to maintain 
a balance of payments position strong 
enough to support these important pro- 
grams.” At the same time, the Committee 
observed that the rising national incomes 
of other countries make it appropriate 
for them to share to a larger extent the 
“common burdens of defense and eco. 
nomic assistance.” 

Expanding on the first recommenda- 
tion, the Committee stressed the impor. 
tance of a rigorous domestic anti-inflation- 
ary policy to strengthen the competitive 
position of American products. Despite 
the encouraging use of fiscal, monetary 
and debt management instruments te. 
cently, the statement warned of three 
causes for concern in the field of financial 
policy: 


1. Whether we have “‘the fiscal respon- 
sibility to generate substantial (budget) 
surpluses when they are required.” 

2. Whether the “logic of flexible 
monetary and debt management policies 
is sufficiently understood to permit an 
adequate degree of restraint at all times,” 

3. Whether we follow ‘“‘prudent con- 
tinuing policies to prevent dissipation of 
reserves and regain reserves when the 
temporary occasion for disbursing them 
has passed.” 


However, this policy alone will not be 
sufficient; American business and labor, 
particularly in those industries involved 
in foreign trade, must realize that the 
degree of foreign trade we now face is 
new to us and must be met with vigorous 
action to insure that labor costs and prices 
will not eliminate our products in a com- 
petitive world market. 

Other areas for corrective action in- 
clude the Government's role which, up to 
now, has been too exclusively geared to 
the domestic situation “as if we lived in 
isolation from the world economy.” In 
support of this contention, the United 
States’ agricultural policy was cited as 
“probably the major obstacle . . . to it- 
creased American earnings abroad,” scor 
ing, in particular, the high price support 
policy and acquiescence to world-wide 
barriers to international trade in agricul 
tural products. 

This statement does not consider the 
important general question of the “long: 
run adequacy of the existing system for 
maintaining equilibrium among the 1% 
tional economies of the world.” This will 
be discussed in a later CED statement 
which will supplement and may modify 
the views expressed in the current state 
ment. 
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